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Foreword 


T he publication of Volume II of College and University Business 
Administration marks the end of a ten-year period in which a na¬ 
tional committee of college and university business officers has 
worked diligently in an effort to provide an authoritative presentation 
of principles and policies relating to all areas of college and university 
business administration. Volume I, covering accounting, auditing, 
reporting, and budgeting, was published by the American Council on 
Education in 1952 and since that time has had wide acceptance. The 
principles of college and university accounting and reporting, as set 
forth in Volume I, have been adopted by a number of states as the 
official accounting procedure for their state institutions of higher 
education. The U. S. Office of Education will also use Volume I as 
the basis for the form on which colleges and universities report finan¬ 
cial data to that Office. Volume II covers the important areas of col¬ 
lege and university business administration not covered in Volume I. 

It is appropriate that Volume II of College and University Business 
Administration should be published at this time. Efficient business 
management has always been a matter of great concern to colleges and 
universities, basic to the effective development and administration of 
an educational program of maximum value in relation to the funds 
which are available. It is especially opportune that the matters of 
common concern discussed in this volume should come into focus at a 
time when serious financial problems confront many institutions of 
higher education. With the prospect of a greatly increased number of 
college-age youth in the foreseeable future, it becomes crucially im¬ 
portant that every aspect of the business administration of these insti¬ 
tutions be basically sound. 

The Council considers it a privilege to present Volume II of College 
and University Business Administration as a companion volume to 
Volume I and is deeply appreciative of the generous grant from the 
General Education Board which made this opportunity possible. 

Arthur S. Adams, President 
American Council on Education 

May 1,1955 
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Preface 


T he general purpose of College and University Business Ad¬ 
ministration is to provide information and guidance in those areas 
of management in institutions of higher education in which business 
administration is primarily concerned. It is a statement of general 
principles and is not intended to be a manual of detailed pro¬ 
cedures. Each institution should develop its own procedural manual 
for internal use. 

The first volume, published in 1952, includes chapters on the 
principles of college and university business administration, basic 
principles of college and university accounting, budgets and budget¬ 
ary accounting, financial reports, audits, and the allocation of in¬ 
direct expenditures and determination of costs. It includes also a 
detailed bibliography covering the entire field of college and uni¬ 
versity business administration through August 1951. 

Volume II covers those fields of business management and ad¬ 
ministration not included in Volume I in which the chief business 
officer and his associates appear to have primary responsibility. It 
includes also a supplementary bibliography. There are some border¬ 
line areas, such as fund-raising, which are not discussed but for 
which a bibliography is provided. 

Some aspects of determining educational costs were discussed in 
Financial Reports for Colleges and Universities published in 1935 
and in Volume I of College and University Business Administration, 
Confronted with the obvious requirements for a very large increase 
in educational facilities in the near future, donors, legislators, and 
educational administrators now find it necessary to evolve more 
satisfactory units of measurement of educational costs to determine 
the need for faculty, plant, and administration to meet this antici¬ 
pated expansion. Two major cost studies are now under way. One 
of these was initiated by the presidents of the University of Cali¬ 
fornia and a number of Midwestern institutions. The other study 
is that of the National Federation of College and University Busi¬ 
ness Officers Associations involving approximately sixty liberal arts 
colleges. Neither of these studies has reached the point of publica¬ 
tion. It is expected that, when completed, the reports of these studies 
will present improved techniques of educational costing. Pending 
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their completion, the American Council on Education, with the per¬ 
mission of the publisher, the University of Chicago Press, is making 
available reprints of the material contained in Appendix A of the 
1935 volume, entitled “Computation of Unit Costs,’’ of Financial 
Reports for Colleges and Universities. 

The membership of the National Committee responsible for the 
publication of this second volume of College and University Business 
Administration is as follows: 

The National Committee 

Representing the American Association of College Business Officers 

J. B. Clarke, Treasurer, Howard University 
L. H. Foster, Jr., President, Tuskegee Institute 

Representing the Central Association of College and University Business 
Officers 

W. T. Middlebrook, Vice-President, Business Administration, Univer¬ 
sity of Minnesota 

Lloyd Morey, President, University of Illinois 
Harry L. Wells, Vice-President and Business Manager, Northwestern 
University 

Representing the Eastern Association of College and University Business 
Officers 

William A. Bodden, Treasurer and Comptroller, Smith College 
Henry L. Doten, Business Manager, University of Maine 
John F. Meek, Vice-President and Treasurer, Dartmouth College 

Representing the Southern Association^ of College and University Business 
Officers 

Kenneth R. Erfft, formerly Business Manager, Furman University; 
presently Associate Comptroller, Pennsylvania State University 

G. C. Henricksen, Assistant Comptroller, Duke University 
Clarence Scheps, Comptroller, Tulane University 

Representing the Western Association of College and University Business 
Officers 

H. A. Bork, Comptroller, Oregon State System of Higher Education 
E. S. Erwin, Assistant Business Manager, Stanford University 

Representing the American Council on Education 

A. W. Peterson, Vice-President, Business and Finance, University of 
Wisconsin 

Considtant to the National Committee 

George E, Van Dyke, Assistant Comptroller, The Rockefeller Founda¬ 
tion, New York City 
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Editor 

T. E. Blackwell, Vice-Chancellor, Treasurer, Washington University 

The Executive Committee 
A. W. Peterson, Chairman 

E. S. Erwin John F. Meek 

L. H. Foster, Jr. W, T. Middlebrook 

Clarence Scheps 

A special committee of the American Institute of Accountants, 
appointed primarily to consider the chapters on accounting and 
auditing in the first volume, has continued to render most helpful 
service. The membership of this committee is as follows: 

Ralph S. Johns, Chicago, Chairman 
Simon Loeb, New York City 
Marcus Robbins, New Haven, Connecticut 
Stanley W. White, Boston, Massachusetts 
Howard A. Withey, New York City 

Preparation and publication of this volume was financed by a 
grant of funds from the General Education Board to the American 
Council on Education. The American, Central, Eastern, Southern, 
and Western Associations of College and University Business Offi¬ 
cers and an anonymous donor, have also made contributions to the 
fund. 

The death on May 23, 1954, of the associate editor, Mr. Ralph J. 
Watts, former vice-president and business manager of Lawrence 
College, was a great loss to his associates and to the project. 

The National Committee is grateful to those who prepared the 
original manuscripts for the chapters in this volume. The manu¬ 
scripts have been subjected to detailed criticism and comment not 
only by the members of the National Committee, but by many other 
members of the profession of college and university business ad¬ 
ministration. Each chapter has been revised many times, but re¬ 
sponsibility for the wording of the final drafts must be borne by 
the members of the Editorial Committee. 

The Editorial Committee 

Thomas E. Blackwell 
William T. Middlebrook 
Alfred W. Peterson 
George E. Van Dyke 
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COLLEGE AND UNIVERSITY 
BUSINESS ADMINISTRATION 



CHAPTER I 


Purchasing 


T he primary function of purchasing is to provide the supplies, 
equipment, and services required by an educational institution for 
its manifold activities. Purchasing is a service function, and its prin¬ 
cipal contribution to the educational program lies in the ability of its 
personnel to provide the needs of the institution efficiently and at 
the lowest possible cost. 

The purchasing function should be centralized even though the 
volume of procurement is not sufficiently large to warrant the ap¬ 
pointment of a purchasing agent and the employment of a separate 
staff. Uncontrolled buying is an extravagance which no educational 
institution can afford. Although the aid and counsel of the using 
department often is essential, the responsibility for purchasing 
should be lodged in one department and directed by an individual 
having the authority to contract for the institution. In many small 
colleges, the chief business officer performs the functions of 
purchasing. 

In a few very large institutions with instruction and research con¬ 
ducted at several locations, the purchasing function is decentralized 
without loss of efficiency and with improvement of service. How¬ 
ever, uniformity of procedures and administrative control of policy 
should be maintained. In like manner, in many institutions the 
purchasing agent delegates to the director of food service the re¬ 
sponsibility of procurement of such perishable commodities as 
meat, fruits, and vegetables. In some institutions the responsibility 
for the purchase of library books, insurance, bookstore merchandise 
for resale, and contracting for new construction is likewise dele¬ 
gated. In other words, performance may be delegated in the inter¬ 
est of convenience and efficiency, but centralization of responsibility 
for the purchasing function should be retained. 

A number of states have by legislation established central pur¬ 
chasing departments to serve all state agencies, including the public 
institutions of higher education. Likewise several states have formu¬ 
lated specific regulations and procedures relating to purchasing which 
the public institutions are required to observe. Practices and laws 
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vary as to the degree of autonomy allowed the educational institu¬ 
tions in such states, and where state regulations exist, the institu¬ 
tions concerned do not have the freedom of choice to determine for 
themselves the most efficient and economical procedure. A similar 
situation may apply to purchasing policies in municipal institutions. 

The major objective of a purchasing system is to obtain maxi¬ 
mum value for each dollar expended. The attainment of this ob¬ 
jective involves: the placement of responsibility for purchasing, 
the designation of a purchasing officer, thereby relieving instruc¬ 
tional and research personnel of procurement duties, the formulation 
of an orderly purchasing routine, and the development and adoption 
of a program to standardize and thereby reduce the number of items 
of materials and equipment used. 

THE PURCHASING FUNCTION 

Although numerous duties and responsibilities may be vested in 
the purchasing department, the usual functions concerned with the 
best methods of procurement are: 

1. To prepare specifications in cooperation with the using de¬ 
partment. 

2. To provide using departments with current cost information 
on materials and equipment. 

3. To encourage and obtain competition among vendors. 

4. To place orders and schedule deliveries. 

5. To provide for receipt and inspection of material ordered. 

6. To check invoices against purchase orders (if not performed 
as an accounting function). 

7. To negotiate adjustments and claims. 

8. To identify and to dispose of surplus equipment, salvage, and 
scrap. 

9. To keep records of all transactions. 

10. To implement and to provide for the dissemination of current 
instructions, directions, and policies relating to purchasing 
procedures. 

11. To be responsible for the observance of government procure¬ 
ment regulations. 

12. To cooperate with other departments, including physical 
plant, in the planning and construction of new buildings and 
in major alterations of existing buildings. 
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Other duties closely related to the purchasing functions which are 
quite often performed by the purchasing department include the 
operation of stores and the maintenance of the equipment inventory. 

The customary purchasing routine involves communication of the 
need, conduct of negotiations for the purchase, issuance of the 
purchase order, receipt of material, and clearance of the order. 

Information on the need 

A need for a commodity or a service must be communicated to 
the purchasing department to set procurement procedures in motion. 
Information pertaining to needs usually originates with the using 
or the stores departments; in some cases the purchasing department 
itself, or the general administrative offices by approving special 
projects, may initiate the information. A large percentage of the 
needs in colleges and universities are communicated to the purchas¬ 
ing department directly from the using departments, which are in 
the best position to anticipate their requirements and to describe 
them adequately. Much of the purchasing that results from these 
needs is small in quantity, sometimes for unusual items intended 
for a specific operation. 

Items used by several departments may be carried in stock. Some 
institutions maintain stores departments that carry many hundreds 
of different items. The operating costs of a stores department, 
though often large, may be offset by certain advantages. 

The advantages to the institution are: unit costs are reduced 
through quantity buying, standardization is more readily effected, 
investment in inventory can be controlled, accounting control can 
be improved, and the number and size of departmental storerooms 
can be reduced. To the using department, the advantages may be 
summarized as follows: items can be made available promptly, de¬ 
partmental funds invested in stores inventories can be reduced to 
a minimum, and space thus released is available for other depart¬ 
mental purposes. 

So far as the purchasing department is concerned, the number of 
small orders which it must place with vendors and the number of 
emergency and rush orders is reduced. Because of these advantages, 
many institutions maintain central stores departments to achieve 
more efficient buying. Office and physical plant supplies are the 
commodities most commonly stocked. Central stores may also be 
profitably used for laboratory supplies and staple foods. 
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In the final analysis, the extent of the central stores operation will 
be determined by comparing the economies of quantity purchasing 
with the cost of store operation, and by evaluating the importance 
of prompt availability of supplies as contrasted with the longer 
delivery time from outside sources. 

In the central stores operation, minimum inventory quantities 
based on institutional experience should be established for each item 
stocked and should be periodically reviewed. When the quantity on 
hand reaches the predetermined minimum, the need for replenish¬ 
ment should be examined in consultation with the major using de¬ 
partments before a purchase order is issued. Without such consulta¬ 
tion, serious overstocking or understocking may result. 

An alert purchasing agent will maintain a continuous analysis of 
market conditions and sources of supply; he will gather information 
on new and substitute products and labor-saving equipment; and 
he will keep informed on new developments and improved methods 
to be reported to interested departments. Under certain market 
conditions, and particularly when timing is an important factor, the 
purchasing agent should have the responsibility to recommend 
purchases. 

A requisition is the usual medium of communication between 
the using department and the purchasing department. The requisi¬ 
tion should show as much of the following information as the insti¬ 
tution considers appropriate: 

1. Date 

2. Name of department 

3. Name of individual initiating the requisition 

4. Department serial number 

5. The budget account to be charged 

6. Estimated cost 

7. Complete description 

8. Quantity 

9. Place of delivery 

10. Desired delivery date 

11. Suggested sources of supply 

The form used should provide for approval by the head of the 
department or school, or his authorized representative, and certifi¬ 
cation of the availability of funds in the departmental budget by the 
accounting department. By this procedure, the department chair¬ 
man, responsible for the control of the department budget, is kept 
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informed of expenditures to be charged to his account. The ap¬ 
proved requisition also may serve as authorization to the accounting 
department to encumber the budget of the using department. 

Provision also should be made for recording the name of the vendor 
to whom the order is being issued, the price, the purchase order num¬ 
ber, and other essential identifying information. 

The provision on the department requisition for suggestions as 
to sources of supply affords the user an opportunity to indicate his 
preference for a particular vendor; it also gives the purchasing de¬ 
partment information on possible sources of supply. This informa¬ 
tion is helpful to the purchasing department especially if the item 
requested is of an unusual or highly specialized character. 

The estimated cost shown by the department indicates to the 
purchasing agent the amount which the using department expects 
to spend for the contemplated purchase. This estimate should be 
verified by the purchasing department and any major difference 
reported to the using department. 

The purchasing department should determine whether the pro¬ 
posed purchase is consistent with the policies of the institution, 
whether the quantity requested is reasonable, and whether the 
requisition conveys all information essential for the processing of the 
purchase order. 

Conduct of negotiations for the purchase 

Negotiation is an endeavor to obtain the best value on a specific 
purchase. This concept does not necessarily mean the lowest price, 
because quality and service are also essential considerations. Value 
is a composite of quality, service, and price. 

This interrelationship of quality, service, and price is not an 
arrangement that can be resolved by any simple or compound mathe¬ 
matical formula. Wise decisions in this area result from an analysis 
and weighing of the factors involved. It is not always true that “you 
get only what you pay for.” Purchasing theory rejects the idea that 
in any specific commodity, the highest price denotes the best quality, 
and the lowest price the poorest quality. Any conclusion as to 
quality based solely on price is not valid. Effective purchasing pro¬ 
cedure involves an appraisal of quality and service, along with 
price; service denotes primarily promptness of delivery and satis¬ 
factory care of equipment during its use. 

The purchasing agent searches for a quality of product that is 
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suitable for the intended purpose. Thus, the purpose for which 
the product will be used determines the level of quality which will 
be selected. A desired standard of quality should be established 
through an analysis of the necessary requirements of the product. 
Some typical factors involved in such an analysis are: physical 
characteristics, that is, size, composition, color, and materials; 
operating, service, and maintenance requirements; durability and 
efficiency of operation. 

The decision pertaining to suitable quality should be a joint de¬ 
cision of the purchasing and using departments. The decision is not 
the sole respohsibili'ty of either group, and it requires their joint 
consideration to arrive at a satisfactory conclusion. After a decision 
has been made establishing the level of quality deemed suitable, it 
is the responsibility of the purchasing department to procure that 
quality for the using department. 

The next step of the purchasing department is to prepare a de¬ 
scription of the item in the quality selected. Several methods of 
description are available: brand name, sample, standard market 
grade, minimum performance requirement, catalogue description and 
number, blueprint, plan, or design, and detailed specification. 

The purchasing department should select a method of description 
which will describe the need clearly so that it may be easily under¬ 
stood and not misinterpreted. A description in the nature of a special 
nonstandard specification which would increase the cost of the items 
or discourage competition among suppliers should be avoided. Some 
institutions have found it advantageous to standardize many of the 
items which they use. This procedure materially reduces the number 
of purchases to be processed and the number of items to be carried 
in stock. 

Communication of the need to prospective suppliers is the next 
step in the procurement cycle. Selection of potential suppliers must 
be made. This is a twofold problem: (1) determination of the 
market distribution level in which the purchase will be made, and 
(2) selection of suppliers in that market level. The institution should 
endeavor to be recognized as a buyer in the most advantageous 
market level which its purchases merit, that is, manufacturer, whole¬ 
saler, jobber, or retailer. The purchasing agent should give careful 
consideration to the factors of quantity, service, and the delivery 
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requirements before determining the appropriate market level for 
any particular purchase. 

Selection of sources of supply within the accepted distribution 
level is one of the major responsibilities of the purchasing depart¬ 
ment and should be exercised in selecting acceptable suppliers. Some 
of the attributes of good suppliers are: reliability, honesty, sound¬ 
ness of financial position, ability to furnish a standard and steady 
supply (not odd lots, rejects, or seconds), ability to render satis¬ 
factory service and make prompt and careful delivery, accessibility 
to the institution, ability to render advisory and other special serv¬ 
ices, maintenance of fair selling prices, manifestation of a genuine 
interest in their customers, and a favorable reputation developed 
from sound and honest sales experience. 

The interests of the institution are best served if there are a 
number of potential suppliers who meet these standards and who are 
desirous of doing business with the institution. The development of 
these relations is the responsibility of the purchasing department, 
and the department should maintain an up-to-date list of such 
approved suppliers. 

Thus, the decisions pertaining to quality and service, market dis¬ 
tribution level, and potential suppliers are made before the purchas¬ 
ing agent enters into price negotiations for the purchase. 

Circumstances applicable to each purchase will determine which 
of the following procedures will be observed in negotiating price 
and in awarding the order: 

1. No negotiation 

2. Direct negotiation with one source 

3. Informal negotiation 

4. Formal negotiation 

There are circumstances under which a purchase order may 
properly be placed without negotiation of price. Requisitions are 
frequently received that call for small quantities of items which must 
be purchased individually, and because of the small dollar volume 
involved, it is uneconomical and unwise to spend time negotiating 
their acquisition. Selection of the item from a catalogue and order¬ 
ing at the listed price is the most expeditious procedure. Small 
purchases of items, where the aggregate yearly volume is consider¬ 
able, may be effected by buying arrangements or requirement con- 
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tracts, commonly referred to as blanket orders, at prices and terms 
previously negotiated. 

Although some items may be obtained only from a single source, 
the prices of such commodities should be negotiated. Even though 
competition does not exist, the purchasing department should, by 
direct negotiation, determine the fair and reasonable price. 

Where there is more than one source of supply, quotations from 
several suppliers should be obtained before the order is placed. This 
can be done either formally or informally. When early delivery is 
required, or specifications are not rigid, or when the purchase in 
total dollars is nominal, the informal approach is appropriate. Tele¬ 
phone inquiries, contacts with salesmen, and letters are used to 
obtain speedily prices on the required items. Every effort should be 
exerted to include as many of the elements of a formal quotation 
request as possible, so that the resultant price quotations may be 
clearly understood and interpreted. 

Formal negotiation involves the preparation of a written bid 
document. Invitations for bids should be sent to chosen suppliers 
or announced through public advertising. Bidders should be re¬ 
quired to prepare and forward their quotations in accordance with 
the regulations specified in the invitations. A formal bid request 
usually contains the following: specifications of the item to be pur¬ 
chased, including description, construction, or composition; 
quantity; date and place of delivery of item; bid security, if re¬ 
quired; due date of quotation; how bids are opened and when 
awards will be made; standard clauses relating to: terms of pay¬ 
ment, place and method of inspection, fixed price, cost plus, escala¬ 
tion, liability coverage, warranties, and guarantees. While there is no 
legal obligation to place an order after receiving written or oral 
proposals, it is advisable for the purchaser to reserve the right to 
accept or reject any or all bids by including a statement to this effect 
in the formal bid request. 

An analysis of the quotations received is the last step in the 
negotiation procedure. Each proposal should be examined for 
quality offered and for compliance with other specifications, includ¬ 
ing price, terms, and delivery. On the basis of this analysis, an award 
is made through the issuance of a purchase order or other form of 
contract. 

Information on the results of the bidding should be made available 
promptly to the unsuccessful as well as to the successful bidders. 
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Issuance of the purchase order 

A purchase order is a legal document and, together with agree¬ 
ments reached in prior negotiations, constitutes a contract between 
buyer and seller. The information shown thereon is of importance 
and should contain all details of the agreement which generally in¬ 
clude the following: the name and address of the institution, and of 
the vendor; identifying information such as date of order, requisi¬ 
tion number, the order number, and the account or fund to be 
charged; the description and quantity of item; the unit price and 
cost per item, including or excluding delivery charges; terms of pay¬ 
ment; delivery instructions, including date required; signature of 
agent authorized to contract for the institution, and any other 
terms and conditions the institution wishes to specify, including 
reference to prior negotiations. 

A sufficient number of copies of the purchase order should be 
prepared to accommodate the needs of the institution. A suggested 
use of copies follows: 

Original —to be sent the vendor. 

First copy —^to be sent the vendor with instructions to sign and 
return; this is then an acceptance of the institu¬ 
tion’s understanding of the agreement. 

Second copy —^to be retained by the purchasing department in 
vendor’s active order file. 

Third copy —to be utilized by the accounting department. 

Fourth copy —to be sent to the receiving department or central 
receiving room. This copy may be used as a receiv¬ 
ing copy on which to notify the purchasing depart¬ 
ment when the material is received. 

Fifth copy —to be sent to the school or department requisition¬ 
ing the item. 

Additional copies may be provided for any desired use such as 
commodity and vendor’s index files. 

Once an order has been placed by the purchasing department, 
any subsequent changes must be mutually acceptable to buyer and 
seller. Such changes should be in writing, and copies of the changes 
distributed as were the original copies of the purchase order. This 
procedure applies to cancellations as well as to alterations and 
modifications. 
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Receipt of material and clearance of the order 

The responsibility of the purchasing department does not end 
when the order is placed. Delivery must be accomplished, the ma¬ 
terial inspected and in some instances actually tested, and the vendor 
paid. 

The purchasing department’s copy of the order is kept in an active 
or open file until the department is notified that the material has 
been received. Routine follow-up procedures assist in effecting 
prompt delivery. A tickler system set up by name of vendor or by 
required delivery dates assists in tracing urgent orders. A routine 
follow-up by correspondence and telephone calls on delayed de¬ 
liveries may be the responsibility of one member of the purchasing 
staff. 

The using department can be of assistance in securing satisfactory 
deliveries by properly anticipating its requirements. This is a par¬ 
ticularly important consideration in times of short supply of tlie 
commodities involved. Some items may be readily available from 
the shelves of the supplier, but a long period is necessarily required 
for the procurement of specially manufactured items. The purchas¬ 
ing department should be allowed adequate time to conduct its 
negotiations, to place the order, and to secure delivery. 

Using departments should exercise good faith in stating the re¬ 
quired delivery dates on their requisitions. A supplier soon loses con¬ 
fidence in an institution if he discovers that material, to meet a 
demand for the immediate delivery of which he has exerted un¬ 
usual efforts, is in fact not used for weeks or perhaps months after 
its delivery. A realistic statement of the date the material is needed 
will contribute to an effective relationship between the institution 
and the supplier. 

Each institution should analyze the advantages and disadvantages, 
financial and operational, of a central receiving station. To the 
vendor, the obvious advantages are that practically all deliveries 
can be made promptly at one location, easily accessible to truck, and 
perhaps at an unloading dock where material handling facilities are 
available. For the institution, a central receiving station makes pos¬ 
sible a relatively uniform receiving procedure and adequate inspec¬ 
tion of visible damage to containers, and probably reduces to a 
minimum delays in delivery and losses due to theft. There are, how¬ 
ever, certain limitations in a central receiving system, such as the 
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warehouse space required, the cost of personnel and trucking service, 
delay in delivery to the using departments caused by the duplication 
of handling which is involved, and the delay of inspection of contents. 

Receiving procedures should be carefully planned and followed. In 
signing the carrier’s receipt, the person accepting the shipment 
acknowledges the delivery, in apparent good condition, of the speci¬ 
fied number of packages. Any visible damage to the containers and 
any shortage of packages should be noted on the carrier’s receipt 
before it is signed, and a memorandum of such facts should be made 
and retained by the receiver. The condition and quantity of the 
contents of each package are not certified by the acknowledgment 
of delivery. 

The using department should examine as promptly as possible the 
contents of each package and report any shortages or damage to the 
purchasing department. The purchasing department should report 
any shortages or damage to the vendor and the carrier. The packag¬ 
ing material of the damaged goods, such as crates, boxes, and car¬ 
tons, should be retained until the carrier has had the opportunity 
for inspection. 

Claims for material damaged in transit should be filed by the 
party who held title while the goods were in transit. Thus, if the 
shipment was sent f.o.b. the institution, title to the material did not 
pass to the institution until delivery was made, and any claims for 
damage which occurred while the merchandise was in transit should 
be filed by the seller. If the shipping terms were f.o.b. seller, title 
passed to the institution at the time the goods were delivered to the 
carrier by the seller, and in this instance it is the duty of the insti¬ 
tution to file the claim for damage or loss. 

A claim for damages or loss against a carrier may be filed by 
letter supported with certified copies of the seller’s original invoice, 
the original bill of lading, the paid transportation bill, and the 
invoice for the repair or replacement of the damaged merchandise. 

The purchasing department must be notified of the receipt of the 
merchandise in order that the vendor’s invoice may be processed for 
payment. Prompt notification is important, especially when the 
invoice carries a discount allowance for pa3rment within a specified 
number of days. Commercial custom dictates that the cash discount 
period runs from the date of the supplier’s invoice unless otherwise 
agreed. It is, therefore, possible that the discount period may expire 
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before the receipt of the merchandise. Since it is common practice 
for institutions to withhold payment of invoices until after the 
merchandise is received, it is desirable to have the discount period 
run from the date of delivery. 

Verification of receipt of the merchandise and certification of the 
quantity, price, and terms of the purchase, having been negotiated 
by the purchasing department, are the responsibilities of that depart¬ 
ment. However, some institutions, in the interest of internal audit, 
prefer to have these functions performed by the accounting office. 

The purchasing department’s order should be transferred from 
the active file to the closed file after the material has been received 
and the invoice sent to the accounting department for payment. Some 
institutions consider it desirable to maintain a commodity index 
file; an inexpensive although not completely satisfactory commodity 
file may be made up by using an extra copy of the purchase order. 
Before the accounting department prepares the voucher and check 
for the payment of an invoice, it should verify all extensions, foot¬ 
ings, and all prior certifications. 

CONTRACTS FOR NEW CONSTRUCTION 
AND MAJOR ALTERATIONS OF BUILDINGS 

The purchasing department should cooperate with other depart¬ 
ments, including physical plant and architects, in the planning and 
construction of new buildings and in the major alterations of existing 
buildings. The degree of such cooperation will depend upon the 
administrative organization and the internal assignment of respon¬ 
sibilities. When not otherwise assigned, the purchasing department 
will issue advertisements for bids, receive bids, check terms and 
specifications, and participate in the consummation of contracts and 
any subsequent modifications thereof. 

EMERGENCY AND OTHER SPECIAL PROCEDURES 
Emergency purchases 

An effective and comprehensive purchasing system should provide 
for emergency procurement. One method of accomplishing this is 
to provide serially numbered memoranda, sometimes termed delivery 
or emergency orders. Several copies may be prepared for each trans¬ 
action—one to serve as the authorization for the vendor, another 
for the purchasing department, and a third for the using department. 
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This memorandum, being serially numbered, will readily identify 
the transaction. It should be prepared in the purchasing department 
and communicated to the vendor by telephone or mail. The copy 
retained in the purchasing department will serve as the record of 
the transaction until replaced by the regular procurement forms. 

The using department should send to the purchasing department 
a requisition marked “confirming emergency purchase memorandum 
number-.” After receipt of this confirming requisition, the pur¬ 

chasing department should follow the usual routine of issuing and 
distributing copies of the purchase order. The copy for the vendor 
may either be destroyed or, if sent, it should be marked “confirming 
emergency purchase memorandum number-, do not duplicate.” 

Cash purchases 

Low-cost, infrequently required items can be procured economi¬ 
cally on a cash basis. The costs of writing a requisition, of issuing 
a purchase order, and of preparing a voucher and check are avoided 
by making these purchases on a cash basis. The procedures govern¬ 
ing such transactions, and involving the use of petty cash funds, 
should be administratively established and periodically reviewed. 
C.o.d. shipments, which should be kept to a minimum, may be 
handled in the same manner as cash purchases. If the vendor sends 
an invoice in advance of shipment, the accounting department can 
prepare a check to cover the c.o.d. shipment. Appropriate adminis¬ 
trative arrangements should also be made for handling prepaid 
shipments or cash-with-order purchases. 

If an efficient procedure is formulated for regular, emergency, and 
cash purchases, departure from such procedure by individual staff 
members will be unnecessary and unwarranted. 

ADMINISTRATIVE POLICY 

The administration should, through appropriate channels, make it 
clear to the community that it expects its purchasing department to 
expend institutional funds in such a manner as to obtain maximum 
return for each dollar disbursed. 

The purchasing agent and his staff should strive to earn and to 
retain a reputation for fairness and professional competency. De¬ 
cisions made in purchasing can produce widespread repercussions 
throughout the community. Every unsuccessful bidder has a natural 
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desire to appeal and to protest if he feels that he has not been 
equitably treated. Each institution should establish and publicize a 
method of appealing decisions of the purchasing agent. When pro¬ 
tests reach the attention of the president or of members of the 
governing board, the value of confidence in the integrity and ability 
of their purchasing agent, previously engendered, becomes of great 
importance in resolving the problem. 

If the established purchasing procedures of the institution are to 
involve any departure from the basic consideration of quality, serv¬ 
ice, and price, the governing board must resolve such questions as 
these: Should preference in purchasing be given to union-made 
products? Should reciprocity be practiced with donors, alumni, and 
tenants? Should local sources of supply be given preference? The 
governing board also should formulate policy with reference to testi¬ 
monials and product endorsements, personal purchases for members 
of the staff, and purchasing for fraternities and other student organ¬ 
izations. 

When these important purchasing policies have been established 
by the governing board, they should be made known to all concerned. 
The entire administration should be made aware of the implications 
of these policy decisions, and should support the purchasing office 
personnel in their implementation. 

ETHICS AND PUBLIC RELATIONS 

Interwoven with purchasing routine is an extensive system of 
ethical and public relations factors that should be kept constantly in 
mind by procurement personnel. Good purchasing is a cooperative 
venture between buyer and supplier. Effective purchasing is also a 
cooperative venture between the purchasing personnel and other 
personnel within the institution. Thus, the purchasing department 
must maintain sound and satisfactory relations with both external 
and internal groups to succeed in the effective and efficient fulfill¬ 
ment of the procurement function. 

The purchasing personnel should endeavor to respond to this 
challenge by developing a constructive approach to their functions, 
by being sensitive to areas of difficulties and quickly recognizing 
potential controversial issues, by adopting a sympathetic and whole¬ 
some attitude in their work, and by devoting considerable attention 
to the promotion of good public relations. Such an approach, coupled 
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with the competence to perform their task, and a sincere interest in 
the work of procurement, will enable the purchasing personnel to 
meet their responsibilities with an acceptable measure of success. 

The National Association of Educational Buyers has adopted a 
code of ethics which places upon each of its members obligations 
stated as follows: 

1. To give first consideration to the objectives and policies of my insti¬ 
tution. 

2. To obtain the maximum ultimate value of each dollar of expenditure. 

3. To cooperate with trade and industrial associations, governmental and 
private agencies, engaged in the promotion and development of sound 
business methods. 

4. To demand honesty in sales representation whether offered through the 
medium of a verbal or written statement, and advertisement or a sample 
of a product. 

5. To decline personal gifts or gratuities which might in any way influence 
the purchase of materials. 

6. To grant all competitive bidders equal consideration; to regard each 
transaction on its own merit; to foster and promote fair ethical and 
legal trade practice. 

7. To use only by consent original ideas and designs devised by one vendor 
for competitive purchasing purposes. 

8. To be willing to submit to arbitration any major controversy. 

9. To accord a prompt and courteous reception insofar as conditions per¬ 
mit to all who call on legitimate business missions. 

10. To counsel and cooperate with N.A.E.B. members and to promote a 
spirit of unity among them. 

A conscientious and sincere effort to conduct the activities of the 
purchasing department in conformity with these principles will con¬ 
tribute significantly in developing a wholesome respect for the 
institution. 

Purchasing is an indispensable service function in every institu¬ 
tion. Staff members soon become aware of the authority and respon¬ 
sibilities which are centered in the purchasing department and are 
quick to appraise its accomplishments. Satisfactory relations and 
effective cooperation between the personnel of the purchasing de¬ 
partment and other personnel of the institution may be expected to 
develop if the procurement functions are performed with sympathetic 
understanding and professional competency. 
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Physical Plant 

T he responsibilities of the chief business officer for the physical 
plant of an educational institution involve the following four 
general areas: campus development and building planning, space 
utilization; operation and maintenance of buildings and grounds, 
and related services, such as communication, transportation, and 
protection. 

The functions above enumerated are performed customarily by 
a buildings and grounds organization under the general direction of 
the chief business officer. This operating unit provides service to 
auxiliary enterprises, to organized activities, and to the instructional, 
research, and other departments of the institution. 

The head of the buildings and grounds organization usually has 
the title of “superintendent of buildings and grounds,” although the 
title of “director of physical plant,” or of “supervising engineer” is 
used occasionally. 

The n um ber of assistants required by the superintendent, and 
their professional training, will depend upon the size and complexity 
of the organization and upon the technical qualifications of the 
superintendent. In small institutions the problem of heat and power 
is generally the most important responsibility of the superintendent; 
therefore it is desirable that he have engineering or heating plant 
experience. At the larger institutions, a wider distribution of func¬ 
tions is needed, and the superintendent of buildings and grounds will 
require professionally trained assistants in various fields such as 
engineering, architecture, and landscape design; heat, power, and 
ventilation; custodial and watchman service; fire protection and 
safety; and the mechanical trades. 

The organization of the buildings and grounds service should 
recognize certain basic principles of effective administration such as: 

a) The grouping of related functions; 

b) The delegation of authority commensurate with responsibility; 

c) The establishment and maintenance of clear lines of authority; 
and 

d) The limitation of the number of persons reporting to one 
individual. 
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The standards of service and the levels of maintenance expected 
should be determined administratively, and the budget appropria¬ 
tions for plant operation and maintenance established accordingly. 
Within these appropriations it is the responsibility of the chief busi¬ 
ness of&cer to ensure competent and economical management of the 
plant, applying, where feasible, accepted measurements of efficiency. 

CAMPUS DEVELOPMENT AND BUILDING PLANNING 
Campus planning 

A general campus plan is essential to the orderly and efficient 
development of the buildings and grounds of both established and 
projected educational institutions. The plan should be as long range 
as judgment permits, should be adopted in principle by the govern¬ 
ing board, and should provide a general guide for the future. The 
plan should be sufficiently flexible to meet changing needs. 

It is obvious that with different courses of study, varying enroll¬ 
ments, unlike policies and objectives, urban or rural location with 
resulting differences in land values, and dissimilar topography, no 
two campus plans will be the same. Yet in the formulation of every 
sound campus plan there are common guiding principles, like defini¬ 
tive data, and a usual sequence of development steps. 

These are some of the guiding principles: The plan should conform 
to the topography; a general style of architecture may be adopted if 
desired; general purpose units such as the library, the auditorium, 
the student center, and the administration building should be located 
centrally; related instructional units should be grouped and placed 
centrally in conformity with student traffic and the established class 
interval; the service units such as shops and storehouses, the 
stadium, athletic and recreation fields, and the housing units should 
be on the periphery; the heating plant should be at a low elevation 
to permit gravity return of condensed steam; parking areas should 
be provided generally on the fringe but accommodating, as far as 
possible, such buildings as the auditorium and the center used by 
students, staff, and the general public in the evening; roads and side¬ 
walks adequate for traffic should be included; and finally a general 
landscape plan of trees, shrubs, flowers, and lawns is needed to make 
the campus as a whole attractive. 

Intelligent campus planning necessitates the collection, interpre¬ 
tation, and projection of many kinds of basic educational data. 
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Among the more important items are present and projected student 
enrollments; present and proposed curricula and course offerings; 
administrative organizational grouping in departments, schools, and 
colleges; and the student traffic flow between courses, curricula, de¬ 
partments, schools, and colleges. All of these data are essential for 
the sound and efficient placement of instructional buildings on the 
campus. 

It is not enough to have relevant basic data available and to be 
aware of the guiding principles. Responsibility must be placed for 
molding them into a definite and acceptable campus plan. These 
several steps are essential: The governing board, on recommendation 
of the chief business officer and the president, should authorize the 
development of a long-range campus plan and the employment of 
professional assistance, preferably on a continuing basis; the busi¬ 
ness officer should secure a topographical survey; the president 
should appoint an administrative committee to gather the required 
information and to work closely with the professional firm selected. 
This committee should represent all areas of interest including the 
business officer, the superintendent of buildings and grounds, the 
registrar, and other educational administrative officers. The plan as 
developed should have the interested and understanding support of 
academic administrative officers and the specific approval in prin¬ 
ciple of the president and the governing board. After adoption, the 
campus plan should be followed and departure therefrom should be 
occasioned only by new and unforeseen conditions. 

Building planning 

Educational buildings must be planned carefully and be well 
constructed if, as expected, they are to serve for many decades and 
perhaps for more than a century. There are usually two stages in 
building planning—^preliminary and detailed. Preliminary planning 
involves a study of the educational program and a determination of 
the space and equipment requirements to implement that program. 
From these preliminary studies, estimates will be made of the 
probable costs of the various units required and an order of priority 
established. 

After funds are available, detailed planning may be undertaken. 
The governing board should determine the sum to be spent, desig¬ 
nate the architects and engineers (there are real advantages in the 
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retention of one firm over a period of years), and authorize the 
preparation of preliminary plans and specifications. Following this 
authorization the administration should decide who shall work with 
the architects and engineers in the detailed planning of the building. 
The people who are to use the building and the people who are to 
operate and maintain it are obviously the main parties at interest 
and should be represented in the planning group. In addition it is 
helpful to include someone who has knowledge of room scheduling, 
room uses, and room sizes needed, and someone from the department 
of architecture if that subject is offered in the institution. The chief 
business officer should guide the planning group. 

The first problem of the group is to select, recommend, and secure 
approval from the governing board of a site for the building, ap¬ 
propriate and consistent with the general campus plan of the institu¬ 
tion. Often a professional landscape architect will be helpful in this 
phase. Next, with the assistance of the architect, engineer, and land¬ 
scape architect, the cost of service connections, walks, roads, lawns, 
general landscaping, and equipment should be estimated and sub¬ 
tracted from the available total sum. The remainder is the amount 
available for the construction of the building. Using the cubic and 
square foot cost estimates derived from the experience of the institu¬ 
tion and of the community, the group can determine roughly the size 
of the building which can be constructed with the funds available. 

The detailed planning involves an examination of the previously 
established schedule of needs for classrooms, lecture rooms, labora¬ 
tories, offices, communications and other special purpose facilities. 
If the needs cannot be met in full, departmental representatives 
should indicate priorities. The priorities and needs presented by de¬ 
partmental representatives should be reviewed and related to the 
over-all institutional needs. It is the responsibility of the administra¬ 
tive representatives on the planning group, on the basis of experience 
and forecast, to present the information that will permit a final 
determination on size, arrangement, and distribution of the space to 
be constructed. 

The superintendent of buildings and grounds, who will be respon¬ 
sible for the operation and maintenance of the building, is an essen¬ 
tial member of the planning group. On the basis of his experience, 
he can provide constructive advice on such items as construction 
materials, lighting, telephones and communication services, utilities. 
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and service areas which will reduce operating and maintenance costs 
and improve the efficiency of use during the entire life of the 
building. 

The preliminary studies and plans developed by the group with 
the aid of the architects and engineers should be presented to the 
president and the governing board for approval. The responsibility 
for the planning process then shifts to the offices of the architects 
and engineers who must complete the final plans and specifications 
with frequent consultation and reference to the institutional plan¬ 
ning group. The approval of final plans and specifications together 
with an authorization to seek bids should be given by the governing 
board. Plans and specifications often provide advantageously for 
additive and deductive alternates. If the bids received involve the 
acceptance or rejection of alternates, the advice and counsel of the 
planning group should be sought before the contract is awarded. 

This general procedure for building planning will serve equally 
well in special purpose buildings such as residence halls, student 
unions, and heating plants. The membership of the planning group 
can be modified and in very special cases supplemented by the ap¬ 
pointment of special architectural and engineering consultants. 

SPACE UTILIZATION 

The increase in student enrollment, the expansion of research 
programs, and the inadequacy or obsolescence of many of the exist¬ 
ing classroom, laboratory, and library facilities result in a general 
demand for new buildings. Because of other financial needs and the 
high cost of building construction, funds to provide the desired 
expansions of the physical plant usually are difficult to obtain. For 
these and other reasons it is advisable that a survey of space utiliza¬ 
tion be made at any institution where additional physical facilities 
are thought to be necessary. Such a survey should include considera¬ 
tion of the more efficient use of space presently available, conversion 
or improvement in existing facilities, the consideration of present 
deficiencies, and future space requirements. 

Although such a survey may be under the general direction of the 
chief business officer, it should be undertaken only if it has the 
complete support of the governing board, the president, other admin¬ 
istrative officers and the faculty. 

The survey would include the compilation and study of detailed 
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information about each room in each building, including such data 
as size, maximum capacity for students or staff, actual use for each 
period of the day, and the integration of time and space factors to 
show the ratio of space utilization. For example, if a classroom is 
used during four hours of an eight-hour day but to only one-half of 
its maximum student capacity, the actual use is only 25 percent of 
potential. 

It is also advisable that there be a relatively small continuing 
group of administrative officers and faculty to serve as an advisory 
committee for the most efficient and effective use of existing office, 
classroom, and laboratory facilities, and for the adjustment of con¬ 
flicts of interests where such develop. 

The academic officer or committee responsible for the scheduling 
of classes customarily makes the classroom assignments. This func¬ 
tion, however, should be performed in cooperation with the superin¬ 
tendent of buildings and grounds, whose duty it is to ensure that the 
classrooms are serviced properly. 

The physical plant facilities are used extensively by students and 
staff for numerous meetings and extracurricular activity and occa¬ 
sionally by the general public for lectures, concerts, recreation, and 
other similar purposes. It is essential that the general policies and 
conditions of use be established by the governing board. The estab¬ 
lishment of detailed regulations, the implementation of the regula¬ 
tions, and the action on specific applications for such use should be 
determined and delegated administratively. 

OPERATION AND MAINTENANCE 
Custodial services 

Custodial care is a service designed primarily to maintain build¬ 
ings in a clean and comfortable condition. The following are services 
regarded generally as custodial operations: care of floors, stairways, 
and landings, including sweeping, mopping, and waxing; care of 
toilet and rest rooms and their fixtures; dusting lockers; cleaning 
blackboards and accessories; disposal of waste paper and other 
refuse; cleaning windows, transoms, and glass partitions; dusting, 
cleaning, and polishing furniture; cleaning and polishing woodwork; 
cleaning radiators and lighting fixtures; dusting pictures and 
maps. 

Supplementary duties which may be assigned to a custodian are 
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those of messenger service; opening and closing of the building; 
cleaning outside steps and platforms and walks adjacent to the 
buildings; unpacking laboratory supplies; and similar tasks. The 
custodian also should report to his supervisor on conditions of the 
building and its equipment which require service he is unable to 
perform. 

The frequency of various cleaning operations and other basic 
standards of building maintenance should be established administra¬ 
tively and the necessary funds included in the budget. 

It is possible to determine with reasonable accuracy the amount 
of time required to perform the basic custodial functions in each 
building. This calculation will necessitate time studies being made 
for each operation. A building survey should be made; the areas of 
various types of floors and stairways should be measured, and the 
equipment and fixtures should be counted and tabulated. By apply¬ 
ing the appropriate time standards for all items to be serviced, and 
for other functions to be performed by the custodian, and by em¬ 
ploying the desired repetition factors, the total number of man-hours 
required to maintain the building at the accepted standard may be 
computed. 

In developing this formula, allowance should be made for supple¬ 
mentary duties assigned to the custodian and for work such as 
window washing, floor waxing, and similar services which may be 
performed by specialized work crews. Consideration should be given 
to the age of the building and the condition of the floors; also the 
prevailing schedule of custodial operations; whether performed at 
night when the building is not generally in use, or during the day 
when unavoidable interruptions occur with resulting loss of time. 

Efficiency in operation will be improved if the work load within a 
building is distributed fairly, if floor plan charts with colors indicat¬ 
ing different work assignments are prepared and posted, and if a 
schedule with instructions as to the kind of custodial work to be 
done in each type of space accompanies the assignment. 

Custodians should be trained adequately by a competent super¬ 
visor if they are to render the most efficient service possible, and the 
work of each custodian should be supervised effectively and the re¬ 
sults inspected. At some institutions, detailed standard procedures 
for custodial operations have been worked out for the guidance of 
the custodians. In some institutions also it has been found desirable 



Physical Plant 


25 


to prepare for each custodial operation concisely written specifica¬ 
tions of conditions which it is expected will be maintained in the 
building. Such a statement serves as an acceptable basis for apprais¬ 
ing the skill and competence of the custodian, and for encouraging 
him to adhere to the established standards. 

Maintenance of grounds 

Respect for the institution by students, staff, and the general 
public will be enhanced by the maintenance of an attractive campus. 

Grounds-keeping functions include the care of roads, parking 
areas, walks, lawns, hedges, and flower beds; trimming of shrubs and 
trees; snow removal; trash collection; landscaping, and the like. 

Landscape design should be the responsibility of a person at the 
professional level rather than that of the supervisor of the grounds¬ 
keepers. This supervisor, however, should have an adequate work¬ 
ing knowledge of landscaping principles and practices; otherwise 
damage to the grounds may result from neglect or inexpert care. 
Skilled gardeners may be employed to maintain floral installations, 
hedges, and special horticultural gardens. While these features add 
to the attractiveness of the campus, their maintenance is relatively 
costly. Skilled tree trimmers and tree surgeons are required for the 
proper care of trees. These men may be members of the grounds 
staff, or the special tree work may be done by independent contrac¬ 
tors. 

Often included in the grounds-keeping crew is a pool of unskilled 
labor available to all departments of the institution as requested for 
specific assignment. 

In addition to the usual hand tools and grounds equipment, certain 
mechanized equipment should be available. The use of power equip¬ 
ment, where practicable, will result in the employment of a minimum 
number of men. Depending upon the size and topography of the 
campus, the climate, and the personnel available, some or all of the 
following items of mechanized equipment may be used advanta¬ 
geously: tractors, power mowers, leaf mulchers, sprayers, aerators, 
power shears and hedge trimmers, street sweepers, rotary brooms, 
and snow plows. If selected wisely, the use of power equipment is 
desirable and economical. However, the skills required for the effec¬ 
tive and safe use of such equipment involve special care in the 
selection and training of the personnel assigned to its operation. 



26 College and University Business Administration 
Heating and power plants 

A major capital investment is required to provide the heat in¬ 
volved in the operation of an educational institution. Therefore, 
whether consideration is being given to the initial installation of a 
heating system or to the remodeling of an existing system, the 
development of the plans should be based on a comprehensive survey 
accompanied by recommendations of a heating engineer. 

Most institutions have found it to be more economical to heat 
their buildings from a central plant rather than to install separate 
units in numerous locations. At some institutions, however, the 
buildings are so widely scattered as to make it impracticable to heat 
them from a central plant. Some of the factors which will affect the 
decision are the type of fuel available, that is, coal, gas, or oil; the 
number and location of the buildings to be serviced; the requirement 
for high pressure steam for use within the buildings; the nuisance 
factors involved, that is, noise, dirt, and smoke; the capital invest¬ 
ment required, including the cost of distribution lines; and the cost 
of operation and maintenance. 

Nearly every institution at some time considers the advisability of 
generating electric energy, as well as producing steam, in its central 
plant. The decision on this major policy should be reached only after 
a survey has been made and recommendations formulated by com¬ 
petent engineers. Factors involved are the larger capital investment 
required if electric energy is to be generated, the availability and 
cost of stand-by electric power, and the price at which electric 
energy can be purchased from an independent utility company. 
Institutional ownership of distribution lines and transformers should 
be given careful consideration, even if power is purchased. 

If a new central plant is being constructed, its design will be 
determined by the following factors: 

a) The type of fuel available on the most economical basis. 

Solid fuel presents problems of handling, storage, ash removal, 
and dirt; liquid fuel involves primarily storage and skilled 
operation of equipment; if gas is available at reasonable rates, 
this t 5 q)e of fuel is generally preferred. 

b) The service requirements imposed on the plant. 

These services include heating the buildings, supplying the 
domestic hot water used in the residence halls and other build- 
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ings, and supplying high pressure steam for laundries, kitch¬ 
ens, and laboratories. 
c) The possibility for future expansion. 

Such facilities as chimney, main steam distribution pipes, 
heating tunnels, and all tjrpes of pipe headers should be in¬ 
stalled initially with provision for future additional loads. 

The location of the plant will be determined by such considera¬ 
tions as the following: 

a) The type of fuel to be used. 

Solid fuel requires convenience for unloading, storage, and 
accessibility to commercial hauling facilities; liquid fuel is 
subject to problems of delivery and storage; and gaseous fuel 
permits location of the plant at will. 

b) The possibility of the return of steam condensate by gravity flow 
rather than by pumping equipment. 

c) The load center and its relation to the initial cost of steam distri¬ 
bution lines. 

The equipment for the central heating plant should be selected on 
the basis of the recommendations resulting from the engineering 
survey. The design of control devices adapted to the specific installa¬ 
tion is an important consideration. Mechanical controls are more 
efficient than hand-operated units, and adequate indicating and re¬ 
cording instruments are needed to check the efficiency of plant 
operation. 

The heating plant which customarily is run continuously poses 
special problems of operation and maintenance and requires a sub¬ 
stantial percentage of the total institutional budget available for 
current expenses. Careless or inefficient operation represents an un¬ 
warranted diversion of funds from the educational objectives of the 
institution. Efficient operation is imperative and demands competent 
management and supervision, as well as the cooperation of the users 
of the services furnished by the heating plant. 

In the interest of economy as well as of the comfort of the occu¬ 
pants, automatic temperature control should be provided for the 
buildings. By the use of thermostats the temperature may be 
regulated by buildings, zones, or individual rooms. Temperatures 
should be lowered at night, over weekends, and during vacation 
periods when the normal use of classrooms, laboratories, libraries, 
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and ofdces is interrupted. In some areas and for some special-purpose 
rooms, air conditioning may be desirable, even essential. 

The amount and kind of supervision required in the heating plant 
will be determined by the type of equipment and the service being 
performed. A small, fully automatic type plant using gaseous fuel will 
demand occasional observation only, whereas a large plant perform¬ 
ing complex services and only partially automatically controlled, will 
require continuous attention by skilled operators. Semiautomatic 
plants will require periodic observation. 

Maximum efficiency requires appropriate design of the heating 
plant and its equipment and competent operation. Efficiency will be 
improved by adequate training of the operators; daily inspection of 
all equipment and controls in the heating plant; continuous checking 
of recording charts to detect line losses or evidences of inefficient 
performance; periodic tests of equipment, recording instruments, 
and controls to ensure that the basic efficiency of each unit is being 
maintained; and annual surveys of both operation and of type of 
equipment being used. Also contributing to the efficient operation of 
the heating plant will be the daily cleaning and oiling of equipment 
and the periodic cleaning of the boilers and other facilities on the 
basis of a schedule applicable to each item of equipment. 

The plant should be inspected thoroughly each year to ascertain 
its condition and to determine what repairs and alterations are im¬ 
perative. The inspection services of insurance companies and public 
agencies should be utilized. The observance of all these procedures 
also will reduce to a minimum interruptions of service, enhance 
safety, and decrease insurance costs. 

By maintaining a record of repairs as they are made, it will be 
possible to locate weaknesses which may be corrected before they 
become major defects. Repair records also are useful in determining 
which items of equipment are most inefficient and expensive to 
operate and which should be considered for replacement. 

The qualifications of the personnel used in the heating plant will 
be determined by the size and type of the installation. In the small 
plants the operator should be trained adequately for his duties but 
need not be a licensed fireman or engineer unless required by local 
conditions or regulations. The operator usually is responsible di¬ 
rectly to the superintendent of buildings and grounds. In the 
medium-sized plants, the operator usually is an engineer responsible 
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to the superintendent of buildings and grounds. The engineer also 
may supervise the staff in the mechanical trades and assume other 
related duties. In the large plants, a chief engineer, responsible to the 
superintendent of buildings and grounds, customarily devotes his 
time exclusively to the operation and maintenance of the plant, and 
to the steam and power distribution system. In some states the opera¬ 
tors of the equipment in the institutional power plants are required 
to pass examinations and to be licensed by the designated state 
authority. 

Maintenance and operation of buildings 

Building maintenance may be classified in three general cate¬ 
gories: preventive, long-term, and emergency. Preventive mainte¬ 
nance involves establishing a system of scheduled inspections and of 
periodic servicing designed to maintain the buildings and facilities 
in good operating condition. An efficient system of preventive main¬ 
tenance will reduce to a minimum emergency and costly repairs or 
replacements which may cause serious inconvenience to the users of 
the building. Long-term rehabilitation programs contemplate the 
repair or replacement of roofs, gutters, downspouts, floors, plumbing, 
electric wiring, heating systems, and equipment which have served 
their usefulness. 

The economical and efficient maintenance of buildings requires 
long-term planning and a program of maintenance routines. Periodic 
inspections and tests should be made of the plumbing, ventilation, 
steam valves and controls, and refrigeration facilities. Portions of 
the building constructed of wood, roofs, downspouts, and gutters 
should be inspected regularly to detect excessive deterioration, over¬ 
stressing, or failure. 

The use of electric energy in college and university buildings has 
increased greatly in recent years, and as a result there have de¬ 
veloped special problems of maintenance, particularly in the older 
buildings. The replacement of old equipment with equipment using 
more electric power, the addition of new items, and the installation 
of higher intensity lighting have increased substantially the load on 
the electric system. Replacement of transformers, distribution panels, 
and switches is usually required, and rewiring of a portion or of all of 
the building is frequently necessary to meet these expanding de¬ 
mands for electric energy. Motors, ventilating fans and accessories. 
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compressors, refrigeration installations, elevators, and all electric 
control devices should be kept clean, oiled, and tested regularly for 
safety of operation and for general efficiency. Schedules should be 
established for cleaning lighting fixtures and for replacement of 
bulbs and tubes. The personnel employed for maintenance work 
should be instructed in the care and operation of all equipment which 
they are to service, in order that the equipment may function effec¬ 
tively. 

The maintenance of buildings frequently involves technical prob¬ 
lems requiring engineering skills which, if not available within the 
organization of the institution, should be sought from outside 
sources. 

Dated records should be maintained indicating the building altera¬ 
tions, improvements, or replacements which have been made, the 
type of materials used, the cost, and other pertinent information. 
Such records, especially those relating to major remodeling, are 
valuable for subsequent reference. The superintendent of buildings 
and grounds should have in his permanent files a complete set of 
original blueprints and specifications of each building, and on these 
plans should be indicated structural changes as they are completed. 
He also should have complete plans of all utility service lines for the 
entire campus on which all changes and additions have been re¬ 
corded. 

The ability to meet established standards of building maintenance 
is determined by the annual budget appropriations made available 
for this purpose. It is customary to establish reserves from current 
income for the maintenance of buildings used by the various aux¬ 
iliary enterprises. Such reserves usually are not provided for aca¬ 
demic buildings. However, by formulating a long-term program of 
maintenance, including such major items as interior and exterior 
painting, roof, gutter, and downspout replacement, replacement or 
resurfacing of floors, and new wiring, plumbing, and heating systems, 
the expense of these items may be distributed fairly evenly over a 
number of years, thus avoiding an excessive burden on the budget 
in any one period. 

In connection with the maintenance and repair of buildings, it has 
been found desirable and economical at many institutions to operate, 
under centralized supervision, a shop which will furnish supplies and 
labor skilled in numerous mechanical trades such as carpentry, 
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masonry, painting, plumbing, steam fitting, refrigeration, and elec¬ 
tricity. The shop should serve all academic and research departments, 
auxiliary enterprises, and organized activities, as well as meet the 
requirements of plant maintenance. The shop also may be prepared 
to construct and repair certain t 5 ^es of equipment. 

The decision as to whether a central shop is to be maintained and 
the extent of its operations, as compared with contracting with inde¬ 
pendent agencies for the required services, will involve considerations 
of convenience and of economy. Advantages of an institutionally 
operated shop are the control of the quality of the work performed, 
promptness of service, and ability to meet emergencies. 

Factors involved in attaining a high level of efficiency and economy 
in shop operation are the adequacy of shop facilities, including 
machines and equipment, the competency of the supervision of labor, 
and availability and control of materials. The maintenance of an 
adequate supply of proper tools, operational equipment, ladders, 
safety devices, and the like, and records pertaining thereto, and the 
issuance and care of such equipment, are necessary functions of the 
central shops organization. 

The objective of supervisory control is to obtain the maximum 
return from man-hours and materials expended. To this end a central 
authority with responsibility for coordinating all aspects of shop 
operation should be established. In small colleges, this function may 
be the responsibility of the chief business officer or of the superin¬ 
tendent of buildings and grounds, while in a large university this 
service usually requires the exclusive time of a shop manager. The 
shop manager should exercise such supervision of the work done 
under his direction as in his judgment is required to ensure compe¬ 
tent and economical performance. 

The routines of shop management will vary with the size of the 
institution and the scope of the shop activities. Certain basic pro¬ 
cedures should be observed regardless of the size and diversity of 
the organization. These include the issuance by the supervisor of 
formal work orders, with job identification number, giving the loca¬ 
tion and description of the work to be done, and listing the materials 
to be used. If the service is to be rendered for a department of the 
institution other than buildings and grounds, the work order usually 
will be based on a requisition originating in the department request¬ 
ing the service. 
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The work order will serve as instructions for the workmen in¬ 
volved, and as authorization for the procurement or issuance from 
stock of the materials specified. Daily reports made on forms pre¬ 
pared for this purpose, from each workman, recording the hours 
spent on each job assignment, and reports from the stock clerk on 
the materials used, will be the basis for computing the cost of the 
service performed. These procedures are necessary because they 
relate to cost control, to inventory control, and to the allocation of 
charges to the appropriate budget classifications. 

RELATED SERVICES 
Communications services 

Additional responsibilities which may be assigned to the superin¬ 
tendent of buildings and grounds are those involving telephone and 
other intercommunication devices, and the campus mail service. 

The cost of telephone service is a substantial item in the budget, 
and at most institutions there are constant demands for more service. 
Constant attention should be given by the administration to the 
adequacy of service in relation to costs. The continuance of present 
service and the desirability of additional service should be checked 
periodically by telephone peg counts or otherwise. New installations, 
when authorized, should be made under the direction of the superin¬ 
tendent of buildings and grounds. Intercommunication devices, 
operated independently of the public utility, should be installed and 
serviced by the buildings and grounds staff. 

Control of keys 

Control of keys is usually a responsibility of the buildings and 
grounds organization. This is an important function since it relates to 
the safety and protection of the buildings and equipment of the 
institution. The necessity of cooperation in the program of protec¬ 
tion and proper care of property should be emphasized to all to 
whom keys are issued. Keys to buildings or to rooms used for edu¬ 
cational purposes should be issued by the superintendent of buildings 
and grounds only on formal request of the appropriate department 
head who should assume responsibility for their proper use and 
return. The use of cash deposits for keys issued to students usually 
is an effective control device but has not proved effective for faculty 
and staff. Unauthorized duplication of keys is accomplished so easily 
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as to suggest the need for frequent change of lock cylinders. A master 
key system may be developed to meet the specific needs of the insti¬ 
tution, but it will, if adopted, call for a higher degree of control. 

Fire protection; safety; disaster 

The most effective fire protection is fire prevention. There should 
be a rigid observance of fire prevention practices and of regulations 
and recommendations issued by fire insurance companies and by 
local fire departments. Fire extinguishers, hoses, alarms, fire doors 
and escapes should be checked periodically. Automatic sprinkler 
systems in wood frame buildings or masonry buildings with wood 
partitions and floors provide protection and will reduce the expense 
of fire insurance. Adequate fire protection is provided customarily 
by the public fire department, but where such protection is not 
available, the institution must supply its own. 

Every educational institution should develop a safety program for 
the protection of students, staff, and the public. The character of 
this program should be determined by existing hazards and ex¬ 
posures. The program will include the establishment of rules and 
provision for their enforcement and a plan of education pertaining 
to the objectives and rules of the system. The safety program may 
be correlated with formal plans made in advance for meeting various 
disasters and emergencies such as floods, tornadoes, and bombings. 

The responsibility of organizing and making effective all of these 
various programs and services may be delegated to the superin¬ 
tendent of buildings and grounds, with whom numerous other officers 
of administration, faculty, and students should cooperate to achieve 
the desired results. 

Automobile and truck service 

Except in the large, complex universities, few if any of the aca¬ 
demic departments require the full and exclusive use of an automo¬ 
bile, bus, farm equipment, or truck. It is, therefore, desirable 
generally to operate a central pool of motor vehicles to service the 
entire institution, all costs of such operation being allocated to the 
departments using the services. 

The management of this service may be delegated to the buildings 
and grounds organization. In the small institutions, the direction of 
this activity will be relatively simple, whereas in the large institu- 
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tions, a comprehensive system of control, costing, and maintenance 
of the equipment is justified. In all institutions, regardless of size, 
basic requirements pertaining to routine servicing, garaging, preven¬ 
tive maintenance, control of use and operation, and qualifications of 
drivers, should be observed. 

Police and watchman service 

The capital investment in the physical plant of a college or uni¬ 
versity is substantial, and this investment should be safeguarded 
adequately. The plant facilities are used by students, staff, and 
public, and the institution has the obligation to make suitable pro¬ 
vision for the protection of life and property. 

Such protection involves police and watchman service. The size, 
duties, and organization of this staff will depend upon the size and 
location of the institution, and upon other prevailing conditions. 
Scheduled inspection of the interior of the buildings, involving re¬ 
cording clocks or telephone call-in systems; patrol of the grounds; 
direction of traffic; and supervision of parking and parking lots are 
the principal services to be rendered. 

The problem of law violation on institutional property, by stu¬ 
dents, staff, or the public, is one for the handling of which proper 
provision should be made, usually in cooperation with public 
agencies. This is a sensitive area of administration, involving as it 
does both institutional and public police responsibility and authority. 
At least some of the institutionally employed police may be depu¬ 
tized officers of the law, thus enlarging their scope of authority in 
dealing either with crime or with minor violations of law. 

The chief business officer and his representatives should avoid 
assuming responsibility of a disciplinary or law enforcement charac¬ 
ter belonging properly to other administrative officers of the insti¬ 
tution or to the public police authorities. 

In many institutions, the police and watchman service is a re¬ 
sponsibility of the superintendent of buildings and grounds. In the 
large universities, requiring a complex police organization, it may be 
considered advisable to relieve the buildings and grounds service of 
this responsibility and to delegate it to an independent operating 
unit with its director being responsible immediately to the chief 
business officer. 
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Property and Liability Insurance 

PROPERTY INSURANCE 

I NSURANCE IS a medium through which the losses of a few may be 
absorbed by many. Some form of insurance against numerous 
hazards pertaining to physical property is universally regarded by 
educational institutions as imperative. The business of insurance is 
regulated by the states, subject however to the federal antitrust laws 
and to certain other federal regulatory statutes dealing with inter¬ 
state commerce. 

Property insurance is available in many and varied forms which 
offer protection against unforeseen loss from numerous perils. Its 
purpose is to insure against perils which could result in serious or 
catastrophic financial loss, or against perils which may not in one 
instance result in serious loss, but which because of frequency of 
occurrence may reach significant proportions in the aggregate. 

The more common forms of property insurance applicable to edu¬ 
cational institutions are discussed in the following sections. 

Fire insuran,ce 

Fire insurance, which protects against losses by fire and related 
causes, usually constitutes the major part of the property insurance 
expense. The periodic appraisal of real property for fire insurance 
purposes is essential, and such appraisal requires broad engineering 
and construction knowledge and experience. 

In order to determine the present replacement value of a structure, 
the initial cost of construction should be ascertained by reference 
to the original plans, specifications, and contracts, if such are avail¬ 
able. The original cost should be adjusted by the application of the 
construction cost index of the year of construction, as compared with 
the current index; the cost of improvements should be adjusted in 
the same manner. Proper deductions should be made for depreciation 
due to use. In computing the insurable value of a finished structure 
it is customary to exclude the cost of excavation, fill, grading, foun¬ 
dations below the surface of the basement floor, underground pipes, 
and tunnels. During construction these items should be covered by 
adequate insurance. 
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Some institutions consider it advisable to have the insurable values 
of their buildings, and perhaps of their equipment, set periodically 
by a professional appraisal agency. In case of fire loss, values so 
calculated usually are recognized by the insurance adjuster as an 
acceptable basis for settlement. Some institutions maintain a con¬ 
tinuous record of cost and location of movable equipment, thus 
further safeguarding their interests in the event of fire. It should 
be noted that motor vehicles are usually covered by separate in¬ 
surance. 

The amount of insurance to be carried on each unit is an impor¬ 
tant consideration. The amount may be based on the actual or sound 
value, which is the replacement value less depreciation for wear and 
obsolescence. Under the laws of some states it is possible to insure 
a building against fire and other perils beyond its sound value, up to 
the full replacement cost. In some areas the premium on such in¬ 
surance is relatively high, and the provisions of the contract should 
be carefully analyzed. 

Fire insurance may, and in some cases must, be negotiated on a 
coinsurance basis. Such contracts provide that in consideration of a 
reduced premium rate granted by the insurer, the insured agrees that 
if he fails to carry insurance in an amount at least equal to a stipu¬ 
lated percentage—80 percent, 90 percent, or 100 percent—of the 
current value of the property insured, he then, at the time of loss, 
becomes a coinsurer of his own risk, to the extent of the difference 
between the amount of insurance required by the coinsurance cove¬ 
nant, and the amount actually carried; he must therefore contribute 
his proportionate share in the adjustment of his claims. If insurance 
is carried on a coinsurance basis, the necessity of making frequent 
appraisals of buildings and contents is apparent, if the interests of the 
insured are to be adequately protected. 

In several states fire insurance also may be carried under a 
“valued policy” which fixes the value in advance in the case of a 
total loss. In some states fire insurance policies, including deductible 
versions, may be written, with lower rates resulting, with credit 
being dependent upon the specified amount of the deduction. In such 
instances the institution becomes a self-insurer to the extent of the 
deduction. 

Extended coverage is secured by an endorsement to the fire 
insurance contract. For a stipulated additional premium, the basic 
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fire coverage is extended to include damage by windstorm, cyclone, 
tornado, hail, explosion, riot, smoke, aircraft, and related causes. A 
further inclusion in an extended coverage endorsement is that of 
damage arising from vandalism and malicious mischief. 

Fire insurance and related premiums generally are based upon 
rates fixed by the rating bureau authority to whom this responsibility 
has been delegated. The rates promulgated by the bureau will have 
been determined by experts trained in this branch of the insurance 
business. 

Buildings and their contents used for educational purposes are 
customarily specifically rated for the purpose of setting an equitable 
fire insurance rate, consideration being given to occupancy, type of 
construction, class of public or private fire protection, hazards arising 
from adjacent exposures, and other applicable factors. Institutions 
should insist that these rates be reviewed periodically to make cer¬ 
tain that they are as favorable as prevailing conditions warrant. 
Frequently insurance premiums can be reduced if fire hazards are 
reduced, such as through the use of automatic sprinkler systems. 
The amount of annual savings should be weighed against the cost of 
the proposed installations or improvements. 

Fire insurance policies usually are written on the basis of specific 
coverage, blanket coverage, or schedule coverage. 

Specific coverage applies to one kind of property in one definite 
location. An institution carrying its insurance on this form, wiU have 
one or more separate policies for each unit insured. This system 
involves the maximum number of insurance contracts and an ex¬ 
cessive administrative expense. 

An educational institution with a number of structures may to 
advantage cover these properties, by a blanket form, involving as 
many separate policies and agents as may be administratively de¬ 
termined. 

The type of policy which probably is the most practicable for an 
educational institution is that providing schedule coverage. All the 
buildings to be insured, and their contents, may be listed on a single 
form, specif 3 dng the amount of insurance on each item in the 
schedule. If, in placing insurance on this basis, more than one agent 
is involved, and more than one policy is written, each policy will 
cover proportionately every item in the schedule. This type of in¬ 
surance policy involves a minimum of administrative cost. The com- 
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posite insurance rate for a schedule coverage policy is calculated 
from the rate applying to each item included in the schedule. 

Fire insurance usually is contracted for with agents representing 
stock or mutual companies acceptable to the insured. When an 
insurance company reinsures its risk with another company or com¬ 
panies, such company or companies also may properly be subject to 
review and approval by the insured. The larger mutual companies 
writing nonassessable policies frequently return a premium dividend 
to the insured. 

Because of the extensive investment in buildings and equipment, 
and the location of this property over a large geographical area, 
many states pursue the policy of not insuring through commercial 
agencies any of their buildings, including those of the state-supported 
colleges and universities. These states in effect carry their own fire 
insurance. In some states there is a funded reserve created and 
maintained by the annual payment into it of premiums, and from 
which appropriations may be made for the immediate replacement 
or repair of property destroyed or damaged by fire or related causes. 
In other states, the replacement or repair of such property is pro¬ 
vided for by legislative appropriation at a subsequent time. 

Fire losses generally are adjusted by a recognized and mutually 
acceptable insurance adjustment bureau, representing all companies 
involved. This service, performed by competently trained and ex¬ 
perienced men, tends toward an equitable treatment of all parties 
to the insurance contract. In the adjustment of claims involving 
large sums of money and technical considerations, the insured may 
employ an independent adjuster to represent him in negotiating the 
loss settlement. 

The procedure of settlement and the amount of reimbursement 
are governed by the contractual terms of the insurance policy. It 
cannot be emphasized too strongly that if an equitable adjustment 
following a fire loss is to be made, the insured must maintain ade¬ 
quate financial records pertaining to the value of its buildings and 
detailed inventories of its equipment and supplies. Care should be 
taken to include all supplies and equipment even though the inven¬ 
tory records may exclude items costing less than a specified amount 
or which have an estimated life of less than a certain number of 
years. 

Practice varies with respect to the purchase of fire insurance, and 
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the procedure followed may be influenced by local conditions. Some 
institutions place all their insurance with a single broker who may 
also serve as an insurance counsel, or with a single agency. Other 
institutions distribute this business among a number of agents; this 
plan manifestly is relatively inefficient in its administration unless 
the institution itself can supply competent supervision. This can be 
provided either within the business organization or by outside 
counsel. In the purchase of insurance it should be recognized that the 
retention of a competent, independent, and unbiased expert in this 
field may result in more appropriate and adequate coverage, and in 
substantial financial savings. 

A college or university business officer should endeavor to secure 
the most favorable insurance rates possible, and to reduce fire losses, 
by observing regulations and recommendations pertaining to build¬ 
ing construction and fire prevention emanating from state and 
municipal authorities. Fire insurance companies systematically co¬ 
operate with insureds to minimize or to eliminate fire hazards. A 
substantial part of insurance premiums is used to finance this 
service, which involves frequent inspections by competent personnel, 
followed by reports and recommendations to the insured. Full ad¬ 
vantage should be taken of this engineering and loss prevention 
service which is of significant value. 

Institutions quite commonly use chemicals which are highly flam¬ 
mable or even explosive. Such chemicals should be placed in ap¬ 
proved receptacles and in specially constructed, isolated storage or 
in building vaults; only specified maximum quantities should be 
permitted to be stored in the laboratories. Unless this is done, the 
hazard to life and property is greatly increased, and the amount of 
the insurance premium is substantially greater. 

Night watchman service, good housekeeping, fire drills, especially 
in dormitories, periodic inspection by officers of the institution, 
proper storage of highly flammable and explosive chemicals, and 
adequate safeguards such as an automatic sprinkler system, hose 
carts, and fire extinguishers, are some of the means by which the 
occurrence or seriousness of fires may be reduced. 

Fire and related insurance on the personal property of students 
and staff occupying residence halls may be carried. The premiums 
on such insurance may be paid either by the college or by the 
owner, depending upon institutional policy. 
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Because more favorable rates are thus applicable, educational 
institutions generally negotiate their fire insurance on the basis of 
policies covering either three or five years. Some institutions arrange 
the schedule of policy expirations to result in a uniform amount of 
insurance being renewed each year; this plan distributes evenly the 
anmial expense of the insurance included in the schedule and there¬ 
fore represents certain budgetary and accounting advantages. At 
other institutions all policies covering the properties used for educa¬ 
tional purposes expire on the same date at three- or five-year inter¬ 
vals; an advantage of this system is that the insurable values can be 
reviewed more conveniently and, if desirable, revised, and that re¬ 
duced premium rates, if there be such, can be readily applied. 

Fidelity and theft coverages 

In addition to insurance against losses resulting from fire and 
related causes, a comprehensive property insurance program will 
provide protection against losses due to dishonest or criminal acts 
by employees of the institution or by others. 

The coverages most commonly provided by educational institu¬ 
tions are here listed. 

1. Fidelity bond. —The fidelity bond protects the institution 
against loss of money, securities, or other property, by reason of 
dishonest acts of employees; the bond may be written to cover 
specified employees, specified positions of emplo}mient, or all em¬ 
ployees and positions. 

2. Forgery insurance.—Protection against possible loss resulting 
from forgery and alteration of checks and other negotiable instru¬ 
ments may be provided through the purchase of appropriate forgery 
insurance. 

5. Safe burglary insurance.—This form of insurance protects 
the insured against loss due to the felonious taking of property from 
within the specified safe or vault, leaving visible marks of forcible 
entry; this coverage applies to money, securities, stamps, and mer¬ 
chandise contained in the safe; it also includes damage to the safe 
and other property caused by the burglars. 

4. Burglary insurance.—Burglary insurance protects the insured 
against loss arising from burglary of merchandise, supplies, or 
equipment, located elsewhere than in a specified safe or vault. 

5. Robbery insurance. —Robbery is defined as the felonious and 
forcible taking of property by violence upon the custodian; this form 
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of insurance should include robbery from within the specified 
premises, and robbery of a custodian while away from the premises. 

6, Comprehensive dishonesty, disappearance, and destruction 
insurance.—All of the coverages above referred to can be combined 
under one comprehensive contract, thus, in borderline cases, elimi¬ 
nating questions as to which specific coverage is involved. 

Boiler and machinery insurance 

Boiler and machinery insurance generally is regarded as essential 
for educational institutions. This form of insurance covers hazards 
resulting from rupture, bursting, fracture, or cracking of boilers, air 
tanks, and other pressure vessels; burnout or breaking of motors, 
pumps, and other machinery, located in the power plant, labora¬ 
tories, or elsewhere. This insurance should cover damage to the 
objects specified, other property of the insured, and property of 
others for which the insured may be held liable; also injury to per¬ 
sons should be covered by this type of insurance. Care should be 
taken to integrate this coverage with the explosion feature provided 
in the extended coverage of the fire insurance policy. 

Periodic inspections made for the insurance company by compe¬ 
tent engineers, followed by reports and recommendations to the 
owner, constitute a valuable service intended to minimize the fre¬ 
quency and the seriousness of accidents associated with the insured 
objects. 

Other forms of property insurance 

Other forms of insurance related to property, to the procurement 
of which consideration should be given, and decision made, de¬ 
pendent upon the recognized need, are: 

1. Sprinkler leakage insurance—desirable for institutions 
equipped with an automatic sprinkler system for more adequate 
fire protection. 

2. Insurance against loss by fire and related causes to buildings 
under construction, commonly referred to as builders risk insurance 
—the responsibility for providing this protection may be required 
of the contractor, or assumed by the owner; in either case the 
expense of the insurance is borne by the owner. 

3. Plate glass insurance—against hazards not covered by the 
fire and extended coverage policy. 

4. Earthquake insuronce—desirable only in certain localities. 
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5. Property damage liability insurance —provides coverage of 
liability which may be imposed on the institution for damages to real 
and personal property of others. 

6. Fine arts and exhibitors all-risk insurance—ofiets desirable 
protection against loss of or damage to paintings, tapestries, and 
other works of art, whether owned by the institution or by others. 

7. Use and occupancy insurance —protects the institution against 
loss, arising from fire and related causes, of rents from residence 
halls, and other income-producing buildings; such insurance is 
desirable if residence halls have been financed by bond issues and 
therefore have fixed financial obligations. 

8. Floater insurance —frequently purchased to cover the hazard 
of loss of musical instruments, scientific equipment and apparatus, 
athletic equipment, works of art, and other similar items when located 
away from the institution. 

9. Aviation insurance —available for the protection of the in¬ 
sured against losses suffered through ownership or operation of air¬ 
craft. 

LIABILITY INSURANCE 

The traditional immunity of charitable institutions, including 
colleges and universities, and of public institutions, from liability for 
the wrongful acts or negligence of employees or agents, gradually 
is disappearing. The trend of recent court decisions is away from 
immunity and toward full liability. Educational institutions should 
consult legal counsel to ascertain the degree of such liability imposed 
upon them. 

Although no legal liability may exist, educational institutions may 
consider it advisable to purchase various forms of liability insurance, 
if permitted by law to do so, as a matter of good public relations, 
and to protect their employees against personal suits. If the institu¬ 
tion enjoys tort immunity and liability insurance is purchased, a 
clause should be inserted in the policy which prohibits the insurance 
company from avoiding payment of assessed damages without the 
written consent of the insured. (The reader is referred to chapter xi 
of this volume, “Legal Problems,” for a further discussion of tort 
liability of educational institutions.) 

Educational institutions generally regard some forms of liability 
insurance as essential. Liability insurance covers the liability for 
damages to property and injury to person, imposed by law on the 
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insured. Damage to or destruction of property, and bodily injury 
including death, come within the scope of the coverage. All forms 
of public liability insurance assume responsibility for the cost of 
the defense of lawsuits when such are involved, and for the expense 
of necessary first aid. All of the various coverages here discussed 
apply both to property damage and to bodily injury, and coverage 
for both of these liabilities may be included in the same policy. 

Companies writing liability insurance customarily provide inspec¬ 
tion and engineering service by competent personnel which is de¬ 
signed to disclose and correct dangerous practices and conditions, 
defective equipment, etc., in order to prevent accidents. Full con¬ 
sideration and cooperation should be given by the insured in connec¬ 
tion with the reports and recommendations made by such agencies. 

It is important that high limits of financial protection be carried 
in liability policies. The amounts of judgments in suits for damages 
awarded by courts have steadily increased as have costs of medical 
care and hospitalization. The premium charge for higher limits be¬ 
comes relatively smaller as the limits are increased. 

The more common forms of liability insurance include the fol¬ 
lowing: 

Workmen’s compensation insurance 

Under the statutes of most states, an employer is held responsible 
for injuries to his employees arising out of and in the course of 
employment, regardless of any question of contributory negligence. 
From the application of such statutes, educational institutions 
customarily are not exempt. The requirements of these statutes may 
be complied with by carrying workmen’s compensation insurance 
with a licensed insurance company, or in some cases by becoming a 
self-insurer. In the case of self-insurance, the state requires qualifi¬ 
cation as to financial responsibility and acceptable guarantees of 
compliance. If an educational institution is not required by law to 
carry workmen’s compensation insurance, it may elect to do so as 
the most acceptable manner in which to deal equitably with its staff 
members who may be injured in the course of their employment. 

In general the laws prescribe the amounts of indemnity payable 
for disability—temporary or permanent—and for death, and pro¬ 
vide also for full medical care, hospitalization, and weekly compen¬ 
sation for the period of disability, if such is involved. A state 
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authority administers the law, and controversial cases are arbitrated 
by the same authority. 

The state laws may also impose upon the employer some liability 
for occupational diseases. Whether or not legal liability exists for 
this hazard, the institution should consider the advisability of in¬ 
cluding this coverage in its workmen’s compensation policy. 

Owners, landlords, and tenants liability insurance 

This coverage is designed to protect the insured against penalties 
resulting from claims arising out of the existence, maintenance, or 
use by students, staff, and the public of institutional property. 

Automobile liability insurance 

This covers claims arising out of the operation of (1) motor 
vehicles owned by the institution; (2) employees’ and rented motor 
vehicles when used on business of the institution; (3) motor vehicles 
of independent contractors employed by the institution. In this con¬ 
nection it should be understood that the business of the institution 
will include the use of motor vehicles for student field trips, athletic 
teams, stock-judging teams, debate teams, choirs, and the like, as 
well as the travel of staff members when on official business of the 
institution. A separate comprehensive automobile liability insurance 
policy may be obtained to cover these exposures or they all may be 
combined with other liability coverages. 

Elevator insurance 

This is a specific coverage on the operation by the insured or 
by others, of passenger and freight elevators. 

Malpractice insurance 

Malpractice insurance protects the insured in claims which may 
result from the treatment administered to hospital or infirmary 
patients by physicians, surgeons, and nurses employed by the insti- 
tion. 

Contingent liability insurance 

This covers secondary liability such as liability for damages to 
property or injury to person, arising out of work performed for the 
insured by an independent contractor. 
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Comprehensive insurance 

In some states there may be purchased a comprehensive form of 
liability insurance which includes many of the coverages separately 
available, and in addition covers unknown and unforeseen hazards, 
subject only to a few exclusions. This form of contract furnishes 
the most adequate protection because of its comprehensive scope. 

Insurance subject to deduction 

Liability insurance policies, as well as fire insurance policies, may 
include a deductible provision whereby the insured assumes the 
responsibility for losses and penalties up to a stipulated total; such 
a provision results in a saving in premium costs. 



CHAPTER rV 


Inventory of Plant Assets 


ALL PERMANENT PROPERTY of an educational institution should 
be recorded in inventory records, and control accounts for the 
inventories should be maintained in the general accounting system. 
Because funds available for the purchase of physical plant items 
usually are limited, and the cost of items usually is large, the 
purchase of property items is given serious consideration before ex¬ 
penditures are made. In spite of this, however, once the expenditures 
have been made, the subsequent record-keeping and control of the 
items, especially of movable equipment, very often are seriously 
neglected. Institutions having complete and ably administered in¬ 
ventory systems have found them valuable and useful tools in 
handling their business affairs. 

An adequate inventory system should provide the supporting, 
or substantiating, data for the accounts which reflect the institu¬ 
tion’s investment in physical plant property. It will serve many 
management purposes, such as: identify equipment destroyed by 
fire; record and facilitate the transfer of equipment between depart¬ 
ments and locations on the campus; discourage theft of equipment 
and reduce loss to the institution through disappearance; provide cost 
data and other information on the original acquisition of property 
items; and help meet the requirements of accountability for equip¬ 
ment purchased for and involved in research projects, especially those 
for governmental agencies. 

It is emphasized that the inventory records should provide only 
the basic data for administrative purposes. Insurance and other 
valuations needed for various management purposes may differ 
considerably from the valuations in the inventory records. It is not 
expected that the inventory records will be written up or down 
from time to time to reflect current insurance, depreciated, replace¬ 
ment, or other valuations, although such information may be shown 
in memorandum form on the same record. 

CLASSIFICATION OF PROPERTY ITEMS 

The physical plant of an educational institution is that property 
owned and used for institutional purposes. It usually is classified 
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as land, buildings, improvements other than buildings, and equip¬ 
ment. Property carried as assets of endownment funds should be 
separately inventoried and separately identified in the inventory 
records. 


VALUATION 

Physical plant items may be acquired by purchase, gift, construc¬ 
tion, or exchange. Those acquired by purchase or construction 
should be carried at cost and those acquired by gift at appraised 
values as of the date of the gift; and those received in exchange of 
other property of the institution may be carried in the inventory 
records at the value of the property given in exchange, or at an ap¬ 
praised value at the date of exchange. In this last case, of course, 
the inventory records must be adjusted appropriately for the value 
of the property given in exchange. Physical plant property items 
should be carried in the inventory records and in the accounts at 
these values until disposed of. If any other basis of valuation is used, 
that fact should be disclosed in the financial reports of the institution. 

Land 

A number of special items of expense should be included in the 
cost of land in addition to the actual purchase price, such as, com¬ 
missions and fees to attorneys, brokers, agents, and others; costs 
of search, examination, registration, and guaranty or insurance of 
titles; conveyance and recording fees; taxes assumed at date of 
purchase; and costs of grading or other conditioning of the land 
for use when such expenses are not in connection with the con¬ 
struction or improvement of buildings. Other similar items of ex¬ 
pense in acquiring land should be included in the original cost valu¬ 
ation. 

Buildings 

This heading includes all structures, large or small, and the 
permanently affixed furniture, machinery, appurtenances, and ap¬ 
pliances installed as a part thereof, such as laboratory tables, lockers, 
bookcases, and dressers; boilers, furnaces, fixtures and machinery for 
heating, lighting, ventilating, plumbing, air conditioning, and other 
power plant equipment; elevators and auxiliary elevator equipment; 
vaults; and conduits constructed as part of the building for power 
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plant services; hot water, signal, and clock systems; utility systems; 
and compressed air systems. 

The valuation of the buildings should include payments to con¬ 
tractors or, if no contractor is employed, pa 3 Tnents by the institution 
for the purchase of materials and for labor; legal, architectural, 
and engineering fees, if not included in payments to contractors; 
and costs of surveys, permits, and test drillings, also when not in¬ 
cluded in payments to contractors. 

Identifiable direct expenses of the institution during construction, 
such as salaries and wages of the institution’s physical plant staff 
applicable to construction, cost of utilities furnished for the con¬ 
struction project, performance bond, and insurance and taxes in¬ 
curred in connection with the planning and construction of buildings 
may be included in the cost value of the structures. 

When a building is purchased, a fair apportionment of the value 
of the land included in the purchase price should be made to the 
land account. 

Improvements other than buildings 

This classification includes such items as streets, roads, tunnels, 
conduits, lighting systems, sewer systems, sidewalks, bridges, and 
viaducts; trees, plantings, and landscaping; and retaining walls 
when not a part of buildings. 

Costs of surfacing, fencing, lighting, and similar improvements to 
athletic fields, other recreational areas, and parking lots should be 
included in this classification, the land itself being carried under the 
land accounts. 

Equipment 

This category includes all movable property of the institution 
which is of a permanent nature. Either the probable useful life of 
the equipment or an established minimum cost figure should be the 
determining factors in including it in the inventory records. For 
example, items, other than books, having a probable useful life of 
less than five years, or costing less than $25 per item, might be 
excluded from the inventory records if so desired. However, each 
institution should determine its own lower limits for inclusion of 
items in the inventory records. 

Some institutions, especially those publicly controlled, are di¬ 
rected by statutory or other regulations on the items of equipment 
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which must be entered in the inventory records. Among other insti¬ 
tutions, the criteria suggested above may vary, but considerable 
unjustified expense and work can be saved in the business office by 
excluding from the inventory records many low-cost items normally 
classified as equipment which do not meet the minimum standards 
set for the equipment inventory records. When in doubt concerning 
which items should be inventoried and which should not, decisions 
should be made by the business office, to ensure that uniformity of 
inventory procedures and records be maintained. 

Special treatment in the inventory records may be made of 
equipment purchased for new buildings. A new dining hall, for ex¬ 
ample, may be equipped with linens, silverware, china, glassware, 
and kitchen utensils; or a new residence hall, with blankets, linens, 
spreads, table covers, towels and similar items. The original pur¬ 
chases may be inventoried in total for the various groups of items 
and included in the plant asset accounts, but they probably should 
not be entered in the detailed inventory records with inventory cards 
and numbers for each item. The life of these items is very short, 
and replacements should be charged to operating expense, or to re¬ 
placement reserves, if such reserves have been set up. 

The inventory records for motor vehicles and motorized equip¬ 
ment may call for more detailed information, such as complete 
data for state registration. 

Books are included in the category of equipment. New accessions, 
including microfilms, and the cost of binding periodicals, should be 
added to the inventory control records at cost and included in the 
plant asset accounts, appropriate adjustments being made for books 
lost or disposed of. 

The general library should maintain a record of all books acquired 
by the institution, regardless of the source of funds used. The records 
thus maintained will suffice as a detailed inventory record, and need 
not be duplicated in the details of the inventory of the physical plant 
property. 

Equipment constructed by institutional employees should be 
valued at actual cost, and included in the inventory records. 

RESPONSIBILITY FOR PROPERTY 

Although there is no well-defined practice among colleges and uni¬ 
versities in placing responsibility for the custody of property items. 
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as a general rule ownership of property items should rest with the 
institution rather than with a department or office. This is true even 
though equipment items may be purchased from departmental funds 
or from special or general equipment appropriations. It is desirable 
that the business office, through a designated individual such as an 
inventory supervisor, maintain adequate inventory records and have 
responsibility for custody and transfer of all equipment items. 

Wherever possible, central storerooms and repair shops for equip¬ 
ment should be established under the direction of the business office; 
such service departments, together with adequate inventory records 
and staff under the direction of an inventory supervisor, make possi¬ 
ble the proper care, repair, and servicing of equipment items as 
well as eliminating unnecessary duplication of equipment purchases. 
(For further discussion of central stores departments, see pages 
S-6; central maintenance and repair shops are discussed on pages 
30-32). 

No equipment should be transferred from one department to 
another without the approval of the business office, nor between 
buildings without notification to the business office. Loans of equip¬ 
ment to individuals and organizations outside the institution and the 
use of institutional equipment off the campus should be done only 
with the approval of the business office. 

The business office should be responsible for the final disposition 
of old and unserviceable equipment. Inventory records are not com¬ 
plete if the final disposition of property items is not recorded and 
explained. 

Department heads should be responsible for the proper use and 
protection of equipment in their respective departments, and should 
make periodic reports to the business office as requested on the 
equipment in their departments, and cooperate with the business 
office in taking physical inventories. Department heads should re¬ 
port to the business office loans and acquisitions by gift. They should 
also report to the business office on lost, damaged, obsolete, and 
worn-out equipment, thefts, and on equipment in their departments 
which is no longer needed. 

Personal books and equipment of professors and other employees 
of the institution brought to the campus should be marked and 
identified by the owner in an appropriate manner in order to avoid 
possible misunderstanding as to ownership at some future time. 
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FORMS 

Inventory records should be considered permanent records of 
the institution, and although economy in inventory work may be 
desired, it should be remembered that these records will serve a 
number of valuable purposes in business management. The size of 
the institution, funds available for inventory work, the information 
desired in the records, and statutory and other regulations are a few 
of the factors which will influence the selection of forms of the most 
desirable size and type. 

The detailed inventory records may be in the form of t 5 T>ed lists, 
loose-leaf ledger forms, or cards. Typed lists and loose-leaf ledger 
forms generally will prove satisfactory for such items as land, build¬ 
ings, and improvements other than buildings, while cards are more 
satisfactory for equipment. 

The inventory records for land should include, among other items, 
the following information; a complete description of each tract of 
land; location; area in acres or square feet; use; date of acquisi¬ 
tion; source of acquisition; cost (or appraised value in the case of 
gifts); reference to vouchers, orders, contracts, or accounts or 
appropriations to which the purchase was charged; and reference 
to minutes of the governing board relating to the acquisition of the 
land. Usually a ledger sheet containing this information is set up 
for each tract of land in a subsidiary ledger, which supports the 
general ledger account for land. 

The inventory records for buildings and improvements other than 
buildings should include, among other items, the following informa¬ 
tion: a complete description of each structure; number of floors; 
area or volume of the structure; location; use; construction ma¬ 
terial; cost; date of construction or acquisition; source of acquisi¬ 
tion; reference to vouchers, orders, contracts, or accounts or ap¬ 
propriations to which the purchase or construction costs were 
charged; and reference to minutes of the governing board relating 
to the acquisition or construction of the property. 

Additions to structures and major renovating and rehabilitating 
projects should be added to the inventory records in the subsidiary 
ledger together with the essential information noted above. 

As in the case of the records for land, ledger sheets for each build¬ 
ing and for each permanent improvement other than buildings should 
be set up in subsidiary ledgers. These ledgers support the general 
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ledger accounts for these items of physical property, and should 
carry reference to location of deeds and abstracts. 

A card usually will be the most satisfactory form for inventory 
records of equipment items. The size of the card and the arrange¬ 
ment of the items of information will depend on the needs of the 
institution, but the following information, at least, should be re¬ 
corded thereon: a complete description of the item, including size, 
material (wood or metal), type and color of finish, model or serial 
number, and perhaps the vendor’s catalogue number; date of acqui¬ 
sition; cost; source of acquisition; reference to vouchers, orders, 
contracts, or accounts or appropriations to which the purchase was 
charged; and location of equipment by building, room, and depart¬ 
ment. The inventory card also should provide space for information 
on the ultimate disposition of the equipment item, and, if the in¬ 
ventory system includes the numbering of equipment items by the 
institution, the card should provide space for this identifying 
number. 

Usually a separate card should be prepared for each item of equip¬ 
ment; this facilitates the periodic physical inventory check-up, and 
the moving of inventory records in the files as equipment is moved. 
In some cases, however, it may be satisfactory to group similar 
items, such as chairs and tables, and record them in total on inventory 
cards for each group, rather than preparing individual cards for each 
item. Care must be taken, however, not to group items which are 
in different buildings or locations, nor items to which the essential 
information does not apply uniformly. 

Inventory cards generally are filed by location, that is, building 
and rooms. Frequently a file by class of equipment, such as micro¬ 
scopes, t 5 q)ewriters, chairs (with subclassifications for various types, 
descriptions, and specifications), and tables (also with subclassifica¬ 
tions) is desired. A third file of inventory cards by departments may 
be useful. The extent of duplicate inventory card files should be 
determined by the desires of the institution and the funds available 
for inventory work. 

Punch cards, or other types of cards adapted to mechanical sort¬ 
ing, will prove of great value in inventory work if the mechanical 
equipment is available to the institution. Such equipment and cards 
permit the sorting and resorting of the inventory information in a 
great variety of ways and will obviate the necessity of maintaining 
duplicate files. 
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The inventory cards constitute the subsidiary record of the total 
value carried on the accounting records for equipment, and periodic 
verifications should be made of the cards and the general ledger 
account. This is usually done in connection with the periodic physi¬ 
cal inventory check-up. 


PROCEDURES 

As a general rule property items should be added to the inventory 
records at the time they are acquired. As an alternative, they may be 
entered annually, at the time the plant asset accounts are adjusted 
for the annual report. In the case of land, buildings, and improve¬ 
ments other than buildings, partial payments for their purchase or 
construction should be entered in the inventory records as made, 
and this can be done readily from the purchase orders, contracts, 
or vouchers covering the payments. 

In setting up inventory records where none exist, work papers 
should be prepared for field work, calling for the essential informa¬ 
tion desired in the detailed inventory records. If original sources 
of information are not available, such as purchase orders, contracts, 
vouchers, and minutes of the meetings of the governing board, esti¬ 
mates or appraisals will have to be used for the value of the property 
items. Separate work sheets should be used for each room in each 
building when setting up the inventory records for equipment. 

Equipment items should be marked for identification within the 
institution, and the use of appropriate codes of numbers and letters 
will be found desirable. In developing codes, consideration should 
be given to existing codes, such as department budget codes, build¬ 
ing codes, or divisional codes. Equipment items can be marked at the 
time the field work is being done by means of metal tags, paint or 
enamel, decalcomania transfers, or by other means. 

Once the inventory records are established for equipment items, 
new cards should be prepared currently from the original purchase 
orders or vouchers covering the purchases. During the fiscal year 
these cards should be retained in a separate file, and the total cost 
of the equipment purchased during the year determined from the 
cards. The equipment account in the plant funds section of the gen¬ 
eral ledger should be charged with this amount, the cards then being 
filed appropriately in the permanent file of inventory cards. 

New equipment should be marked with the institution’s inventory 
code numbers promptly upon delivery to the campus. If this is not 
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possible, the new items should be marked at the time the physical 
inventory check-up is made. The cards for new equipment purchased 
during the year should be used in this connection before being filed 
in the permanent file. 

Appropriate forms should be developed by the business office 
and used by department heads and other employees responsible for 
equipment to report the disposition of equipment which is no longer 
needed by the department, unserviceable, obsolete, destroyed, or 
otherwise disposed of. The inventory cards for the items disposed 
of should be removed from the permanent file, marked appropriately 
to show final disposition, retained in a separate file during the fiscal 
year, and the total value of the equipment as shown on the cards 
should be determined. The equipment account should be credited 
with the value of items removed from the inventory. The inventory 
cards of items transferred to other departments or areas should be 
marked appropriately to show the new location of the equipment, 
and then refiled. 

A complete inventory system should include regular physical 
inventory verifications. This should be done annually, although in 
some institutions it may not be possible to perform this task each 
year. Under these conditions, the institution should develop a rota¬ 
tion program whereby all buildings and areas will be included in 
the physical inventory verification in the course of the shortest 
cycle which is practical. 



CHAPTER V 


Management of Auxiliary Enterprises, 
Organized Activities, and 
Service Departments 


A uxiliary enterprises are income-producing enterprises operated 
^ primarily for service to students and staff and are intended to 
be financially self-supporting. Organized activities relate directly 
to the instructional program and their primary purpose is to pro¬ 
vide professional training to students; these activities may or may 
not be self-sustaining, the degree of self-support depending upon 
institutional policy. Service departments are organized primarily 
for the purpose of performing services to educational or operating 
rmits. 

Usually residence halls, dining halls, bookstores, and student 
unions are operated as auxiliary enterprises. Medical school hospi¬ 
tals, home economics cafeterias, agricultural college farms and 
creameries, and laboratory or demonstration schools are organized 
activities. If professional training of students is secondary to serv¬ 
ice to students and staff, then the activity should be classified as an 
auxiliary enterprise. Intercollegiate athletics may be operated as 
an auxiliary enterprise, as an organized activity of the department of 
physical education, or by an affiliated corporation or association, de¬ 
pending upon institutional policy. Print shops, laundries, repair 
shops, and photographic shops usually are operated as service de¬ 
partments. 

AUXILIARY ENTERPRISES 

Auxiliary enterprises are related to the educational objectives of 
the institution and they contribute in a significant manner to the 
achievement of those objectives. The specific fxmctions to be per¬ 
formed by each auxiliary enterprise should be defined by those 
responsible for determining institutional policies. 

The relationship of the directors of the several auxiliary enter¬ 
prises to the officers of the central administration will vary with the 
type of enterprise and may vary among institutions, depending upon 
institutional philosophy and organization. The directors of enter- 
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prises ■which are primarily busiaess, financial, or service in character 
should be responsible to the chief business officer, and directors of 
enterprises "which are primarily academic in character should be 
responsible to the academic administration. For example, residence 
halls, dining halls, and bookstores are primarily business in charac¬ 
ter and should be a part of the business organization of the institu¬ 
tion, whereas a university press is primarily academic in character 
and is properly the responsibility of academic administration. In 
all instances, however, the management of auxiliary enterprises 
should be integrated effectively with the basic objectives of the 
institution. 

Inasmuch as all of these enterprises are an integral part of the 
total educational structure of the institution, the chief business 
officer and the appropriate academic officer should cooperate in the 
selection of directors of these enterprises. Direct responsibility of 
directors to both business and academic officers should be avoided. 
Although a director may be responsible to an academic officer, the 
chief business officer should be responsible for the usual functions of 
business management such as budget control; receipt, custody, and 
disbursement of moneys; accounting; procurement of supplies, 
equipment, and services; and operation and maintenance of the 
physical plant. 

Although auxiliary enterprises are intended to be self-supporting, 
under special circumstances some subsidy may be warranted. In such 
cases the accounting records and reports should disclose the amount 
and source of the subsidy. If there is an excess of income over 
expense after provision for adequate reserves, the amount of such 
excess and its use should be disclosed in the accounting records. 

In developing the policies which are to govern the program and 
management of auxiliary enterprises, advice and cooperation should 
be sought from representatives of the groups in the institutional 
community which are to be served. 

Residence halls 

The traditional concept of an institution of higher learning is 
that of a community of scholars. At the older universities in England, 
students and faculty were expected to live together within the con¬ 
fines of the campus. A similar concept and practice was observed in 
the early American institutions when originally founded. Because 
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of location within urban areas, inadequate financial resources, and 
rapidly expanding student enrollments, many American colleges 
have been compelled to depart from this ideal. However, educational 
administrators have continued to seek funds from private and public 
sources in order that the traditional concept of the function of 
residence halls may be realized more fully. Some of the endowed 
colleges, especially those for women, limit their student enroll m ent 
to the number which can be accommodated in institutionally 
managed residence halls. 

The majority of American colleges and universities provide resi¬ 
dence halls for at least some of their students. These facilities are 
considered essential not only to contribute to the educational ex¬ 
perience of the students, but also to establish satisfactory standards 
of healthful living. Some institutions are located in relatively small 
communities; others have an enrollment of non-commuting students 
of several thousands. These and other factors make it imperative 
that most institutions furnish residence halls for some or all of their 
students. 

The location in relation to other buildings and the architecture of 
residence halls are considerations of major importance in planning 
and developing a campus. Because of prevailing costs of construc¬ 
tion, the greatest economy consistent with the basic objectives of 
residence halls should be observed in planning new units. 

Some of the factors which should be considered and which affect 
costs of construction and of operation and maintenance are: 

1. Location of the buildings .—The location of residence halls 
which are to be constructed will be determined by the location of 
existing buildings, by available sites, or by related circumstances; 
to the extent that such limitations do not apply, consideration 
should be given to the location of residence halls in their relation to 
the library, gymnasium and pla 3 dng fields, and student union, and to 
the distance from the central plant supplying heat, light, power, and 
water. 

2. Capacity of the buildings .—A relatively large building is more 
economical to construct and maintain. In the opinion of some ad¬ 
ministrative ofl&cers a large building should be divided internally into 
small units, each to accommodate fifty or sixty students, in order 
to make more effective the program of student counseling as well as 
the social activities of the residence halls. 
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5. Room occupancy .—Single rooms are often preferred by seniors 
and graduate students, but such accommodations are relatively 
costly per unit of occupancy. Many colleges and universities are 
accepting the double room, usually equipped with two single beds, 
as the solution which is economical and yet embodies the primary 
objectives of student housing. 

4. Size of rooms .—A suggested standard for the size of rooms is: 

a) The floor area of a double room with two single beds should 
be from 180 to 200 square feet; this size will allow for 
reasonable flexibility in furniture arrangement. The room size 
may be reduced to approximately 160 square feet by using 
double-deck beds, but this arrangement should not be favored 
except in cases of necessity. 

b) A. reasonable allowance for a single room is from 110 to 130 
square feet of floor space. 

5. Kitchen and dining room facilities .—The number of stu¬ 
dents for which food service can be supplied on the most economical 
basis can be determined by cost studies at each institution and by 
reviewing the experience of other educational institutions. Some 
institutions place great emphasis on the educational value of group 
association and provide facilities to feed a large number of students 
in a central dining hall or cafeteria. Usually this results in more 
economical operation. Other institutions believe it is more desirable 
to provide small dining units where students know each other very 
well and dine somewhat as a family unit. Such small dining units may 
be serviced by a small kitchen or, if this proves uneconomical, from 
a central kitchen. 

6. Residence hall construction .—The architectural design of the 
residence halls should be appropriate to the site and surrounding 
buildings. This does not mean, however, that utility and economy 
of construction and operation should be sacrificed for the sake of 
architectural conformity. From the standpoint of construction costs, 
the four-story building for living quarters has the following ad¬ 
vantages as compared with higher buildings: elimination of passen¬ 
ger elevators, simple foundation system, and less rigid fireproofing 
requirements. 

There is a disadvantage in the larger expanse of roof in proportion 
to the usable space, and a further disadvantage due to a less in¬ 
tensive land use where high-cost land is involved. 
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One or two stories are more suitable for the central unit of dining 
area, kitchen, lounge, and administration. 

7. Building materials to be used. —The selection of building ma¬ 
terials will include consideration of such factors as the architectural 
design of the exterior, which may determine whether brick, stone, 
or other materials are appropriate; the cost of various materials in 
the local community; whether the building is to be constructed en¬ 
tirely, or partially, of fire-resistant materials; and whether the in¬ 
terior walls are to be plastered or finished with other materials 
requiring a minimum of maintenance. 

8. Safety of occupants. —Adequate provisions for the safety of 
occupants of residence halls usually are guaranteed by compliance 
with standards pertaining to construction of public buildings, estab¬ 
lished and enforced by state and municipal agencies responsible for 
such safety. 

9. Provision for social facilities. —Adequate lounges, libraries, 
recreational areas, and perhaps snack bars and soda fountains, 
where not otherwise available conveniently, should be provided in 
residence halls, to improve the living conditions and to contribute 
to the happiness and welfare of the students. 

10. Type and extent of furnishings.—An institutional policy 
should be formulated with respect to the type and extent of furnish¬ 
ings which the college will provide for student rooms. Probably the 
minimum should be a desk, bed, dresser with mirror, and chairs; 
additional items would be bookshelves, rugs, and window draperies. 
In this connection it should be noted that the additional cost of 
built-in wardrobes, bookshelves, dressers, and desks may be 
warranted by the reduced cost of repairs and replacement of similar 
items of movable equipment. 

11. Student counseling. —Some special physical facilities may be 
required to implement adequately the program of student counseling. 

12. Other conveniences. —Consideration should be given to the 
provision for laundry and pressing rooms, adequate telephone and 
postal service, storage space for luggage, and in residence halls for 
women, kitchenettes. 

18. Sources of funds. —External sources of funds for providing 
residence halls include the following: (1) gifts from private sources 
and appropriations by public agencies. These are the usual forms of 
financing and in effect constitute subsidies; (2) loans from banks or 
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insurance companies, or sale of bonds; (3) federal, state, or munici¬ 
pal loans—a method of financing of relatively recent origin. 

Some institutions have diverted endowment funds to the construc¬ 
tion of residence halls. This practice has been questioned and gen¬ 
erally is not considered as prudent fiscal management. The reader 
is referred to the section on “Investment in Institutional Property” 
in the chapter on “Investment Management” in this volume (see 
page 120). 

All residence halls should be self-supporting with respect to their 
operating and maintenance costs. These should include all expenses 
for salaries and wages, welfare benefits of the staff, supplies, re¬ 
pairs, utilities, insurance, purchase of or depreciation on furniture 
and other equipment, and administration. If a program of student 
counseling is conducted in the residence halls, its expense, as well as 
that of social supervision, may be regarded as a cost of the academic 
program or as a cost of residence hall operation. 

Whether depreciation on the building and interest on, and 
amortization of, capital investment are included in the operating 
budget will depend upon the financial policy of the institution. 
(See Volume I, pages 143-51, for a more complete discussion of 
“Depreciation of Real Property in Educational Institutions.”) 

Competent opinion prevails that, at present costs of construction, 
residence halls which will furnish the desired facilities and living 
standards cannot be built without some subsidy, and that to finance 
new units properly, institutions must have, in addition to the land, 
sizable equity funds derived from private gifts, from governmental 
appropriations, or from accumulated current income; also that the 
maintenance of new units may require the use of income from other 
sources; in such instances the accounting records and reports should 
disclose the amount and source of the subsidy. 

Student housing is essentially business in character; therefore the 
responsibility for its management should rest with the chief busi¬ 
ness officer who, in the discharge of such responsibility, will perform 
the usual functions of his office. 

The appropriate academic officer should assist and cooperate with 
the residence hall management in areas of counseling, student gov¬ 
ernment, and discipline. While there should be close cooperation be¬ 
tween academic and business administration, divided responsibility 
and authority should be avoided. A comprehensive and effective 
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program of student counseling is an important function to be per¬ 
formed in residence halls. The administration of such a program 
usually involves a full-time head counselor with student assistants; 
the policies of the counseling program should be determined by 
the appropriate academic officer. 

In residence halls there is a unique opportunity for experience in 
student government, and such government in as broad an area as 
possible should be encouraged. With a minimum of guidance from 
the head counselor, and through committees and officers of their 
selection, students should assume responsibility for organizing their 
own social, athletic, recreational, and similar activities, as well as 
for handling minor problems of discipline within the group. 

Rates which are charged occupants of residence halls should 
cover all costs of operation and maintenance as contemplated in the 
budget. These rates vary widely among institutions and may vary 
as applied to different units within the same institution. The rates 
will be determined to a large extent by the services rendered and the 
facilities and equipment supplied by the college. Rates usually will 
be substantially higher for single-room occupancy or if private bath 
facilities are available. Costs, and consequently rates, will also be 
increased if the institution furnishes complete maid service, provides 
and launders blankets, towels and bed linen, rugs and window 
draperies, or provides such other equipment as wastebaskets, ash 
trays, and bookcases. 

Some institutions charge their students a comprehensive annual 
fee which includes tuition, board and room, and all related services. 
Under these circumstances the income should be so allocated that 
the internal records and reports wiU show the degree of self-support 
of the academic program and of each auxiliary enterprise involved. 

Other housing facilities 

Many institutions own and operate other t 3 q)es of housing facili¬ 
ties. Among these may be mentioned the apartment and residence- 
type housing for the families of married students, graduate students, 
and in some cases members of staff. One of the most significant 
changes following World War II has been the increase in the num¬ 
ber of married students, both graduate and undergraduate. This 
has resulted in institutionally managed and owned housing accom¬ 
modations for this group, many of which in the first instance were 
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of a temporary nature provided by the Federal Government for 
veterans. There appears to be a continuing need for this kind of 
housing, and one of the major problems facing higher education is 
the provision of permanent housing for married students. Although 
the principle of self-support should, in general, apply to these t 3 ^es 
of housing, it has been institutional policy in some instances to sub¬ 
sidize, directly or indirectly, housing for married students, particu¬ 
larly graduate students. In general, the same principles of organiza¬ 
tion, management, and operation apply to these newer types of 
facilities as to the traditional residence halls. 

Fraternities, sororities, and private rooming houses supplement 
institutionally owned housing facilities and should be supervised and 
inspected for safety, sanitation, and other living conditions. 

Food service 

Most colleges and universities furnish food service of some kind 
for the convenience and welfare of their students and staff. The 
principal function of the institutional food service is to provide, as 
economically as practicable, food of a quality and standard which 
will contribute to the healthful living of students and staff. 

The type of service and its relation to other auxiliary enterprises 
and to the educational objectives of the institution usually are gov¬ 
erned by local conditions and administrative policies. This service 
should not be available generally to the public, since such use of 
institutional facilities may constitute undesirable competition with 
commercial operations and may involve partial loss of tax-exempt 
status. 

The conventional ways in which food service is rendered are 
through dining rooms located in residence halls or in faculty clubs, 
one or more central dining halls, cafeterias, grills, snack bars, soda 
fountains, and tea rooms—operated either as separate units or in 
connection with student unions—^and dining service provided by 
fraternities and sororities and cooperative eating clubs. A compre¬ 
hensive food service will include catering for groups of students and 
staff and for visiting organizations which may be using the educa¬ 
tional facilities of the institution, and will provide refreshments for 
dances, receptions, and similar social events. 

This enterprise is primarily business in character, and therefore 
its director should be responsible to the chief business officer of the 
institution. 
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The staff of the food service should include persons trained pro¬ 
fessionally in dietetics, home economics, and institutional manage¬ 
ment. In institutions which offer instruction in these fields, there may 
be educational considerations involved in the management of the 
food service which properly should be recognized and which neces¬ 
sitate sjrmpathetic understanding and cooperation among the chief 
business officer, the director, and the heads of the academic de¬ 
partments concerned. 

Where food service is rendered in connection with residence halls 
and student unions, there are educational and social objectives to be 
attained, and these objectives will be achieved most satisfactorily by 
close cooperation between the director and the appropriate academic 
officer. 

The food service should be self-supporting with respect to its 
operating and maintenance costs; these should include all expenses 
for salaries and wages, welfare benefits for the staff, food and other 
supplies, repairs, utilities, insurance, purchase of or depreciation 
on equipment, laundry, and administration. Whether interest on, 
and amortization of, capital investment and depreciation on the 
building are included in the operating budget will depend upon the 
financial program of the institution. Under very exceptional cir¬ 
cumstances some subsidy for the food service may be required and 
warranted. If a subsidy is involved, the amount and source of such 
should be disclosed by the accounting records. 

If fraternity, sorority, and student cooperative food service units 
are recognized as an institutional responsibility, their operation 
should be subject to institutional authority with respect to sanita¬ 
tion, dietary standards, and financial management. The degree and 
nature of such supervision should be deter m ined when the advis¬ 
ability of officially approving the enterprise is under consideration. 

An institution may, following a comprehensive survey, conclude 
that its interests will be served best by contracting with a commercial 
agency to supply its food service. In negotiating such a concession, it 
is important that the terms of the contract leave with the institu¬ 
tional authorities control over the food standards, prices, and other 
significant features. 

Food service is one of the important functions performed by col¬ 
leges and universities. The efficient management of this enterprise 
demands diversified skills and abilities. Some of the major problems 
and techniques involve the following: 
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1. Cosfs.—Control of costs is essential. The principal items of 
expense are those of raw food and of labor. The allotment of food 
service income to be made to each of these items should be de¬ 
termined on the basis of a percentage of the total and of a daily 
allowance, in cents, per person served. The expenditures within the 
limits thus set will be governed by policies and practices related to 
purchasing, storage, and menus. Adequate inventory records should 
be maintained, and a systematic procedure of issuance of food sup¬ 
plies from the storeroom should be observed. 

2. PwrcAasing.—Purchasing of practically all types of food should 
be done at competitive prices on the basis of specifications set for 
various groups of foods. Purchasing of canned foods involves the 
inspection and testing of samples submitted by vendors, and this 
routine may be performed effectively in cooperation with other de¬ 
partments such as home economics where such services are available. 
Deliveries should be checked for count and weight and compliance 
with specifications as to quality. In institutions operating their food 
service in several separate physical plants, the greatest economy 
generally will be achieved by centralized purchasing and storage of 
food. 

5. Menus.—Whether for residence halls or for cafeterias, menus 
should be prepared by competent dieticians who know food values 
and the basic principles of nutrition and who understand the prob¬ 
lems associated with the processing of food within their own organi¬ 
zation. Menus must have a cost balance as well as a nutritive 
balance; therefore the unit cost of each item included in the menu 
must be ascertained. Food service as operated in residence halls 
should recognize the difference in dietary requirements for men and 
for women. If men and women are served in the same dining room, 
the menu should be sufficiently flexible to satisfy their preferences. 
Menu planning for residence halls also will be influenced by student 
food habits and preferences as disclosed by the food selected in 
cafeteria service and also by the food returned on the trays. The 
availability of foods in season and storage and refrigerating facilities 
also are determining factors in the preparation of menus. 

4. Types of food service .—Food served in residence halls may be 
from a self-service counter, providing a set menu or one offering 
limited choices, or by table and waiter service; the latter will involve 
a larger expense for labor and for food. In residence halls the t 3 q)e 
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of food service recognizes frequently considerations of gracious 
living and related social values. In cafeterias, often dependent on 
voluntary patronage, the food should be displayed attractively, 
priced economically, and satisfying in variety and quality. 

5. Food preparation, —Food scheduled on each menu should be 
prepared from standardized recipes and should conform to planned 
size of portions to be served. 

6. Charges. —Charges for food whether served in residence halls, 
cafeterias, or elsewhere, should be adequate to cover all costs con¬ 
templated in the budget. In residence halls the charge for board 
usually is made on a term or semester basis, with no refund allowed 
for incidental absences. Under such circumstances, there should 
be a daily allocation of revenue so that the operating statements will 
give a true picture. The charge for men and for women is customarily 
the same, although the cost of feeding men probably will exceed that 
of feeding women. In cafeterias there should be an adequate system 
of cash control. 

7. Waste.—Waste due to spoilage and unusable leftovers may 
be reduced to a minimum by constant and alert supervision. Loss 
from such waste probably will be greater in cafeterias than in resi¬ 
dence halls. 

8. Kitchen equipment and layout. —Maximum economy will 
result if labor-saving equipment is provided and if the kitchen 
facilities, including storage rooms and refrigerators, are well planned. 

9. Sanitation and employee health. —High standards of sanita¬ 
tion should be maintained in all aspects of food storage, prepara¬ 
tion, and service. All employed in this enterprise should have periodic 
physical examinations, and no one should be retained whose physical 
condition represents a hazard to the public. 

10. Employees.—Food service employees, many of whom will be 
students, should be trained adequately for their respective responsi¬ 
bilities; such training contributes to economy, efficiency, good 
morale, and to satisfactory public relations. 

Directors of institutional food services may acquaint themselves 
to advantage with the techniques of commercial restaurants and 
hotels and, where applicable, observe these techniques in the man¬ 
agement of their own enterprises. Advantage should be taken also 
of the experience of other educational institutions, and the results of 
research related to food service should be appraised constantly. 
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Food service is an aspect of institutional management in which 
methods of procedure and standards of operation and achievement 
are well established. Numerous books, bulletins, and articles have 
been prepared under both public and private sponsorship which are 
available for the guidance of those endeavoring to make their food 
service efficient, economical, and appealing. 

Bookstores 

Colleges and universities frequently operate bookstores for the 
convenience of their students and staff, and these enterprises render 
an essential educational service. 

The institutional policy relative to the merchandise sold in the 
bookstore should be determined by prevailing factors. In performing 
its function of service to students and staff, the bookstore should 
stock textbooks, instruments, and supplies required by students for 
their educational programs. The store also should sell laboratory 
manuals, syllabi, and similar teaching aids prepared by members 
of staff for sale to students. Direct sales of such items to students by 
academic departments or members of staff should be avoided. 

If it is the policy of the institution to avoid unfair competition 
with commercial concerns, other commodities should not be carried 
or services rendered in the college bookstore unless the institution is 
isolated from a business center which is prepared to meet the general 
needs of students and staff. However, it is the policy at some institu¬ 
tions to sell in the bookstore those items of merchandise the demand 
for which is created primarily by students, or perhaps an extensive 
line of commodities generally purchased by students. 

Large universities located in urban areas should not operate as a 
monopoly in the management of their bookstores, but may cooperate 
advantageously with similar agencies by supplsdng essential informa¬ 
tion concerning texts to be used, class registrations, and in other 
aspects of management. 

The bookstore is primarily a business enterprise; its large volume 
of business requires sound financial management, and its manager 
should be responsible to the chief business officer of the college. 
Some of the major problems involved in the management of this 
enterprise are related to: 

1, Pricing .—Sales may be made at the retail Kst price or at a dis¬ 
count, depending on institutional policy and relations with privately 
operated bookstores. 
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2. Credit to students .—It is desirable that bookstore business be 
conducted on a cash basis. The extension of credit to students in¬ 
creases the overhead cost of operation and may result in losses due 
to uncollectible accounts. 

3. Inventory control .—A close control of inventory is essential 
and involves consideration of quantities to be ordered, return privi¬ 
leges, and subsequent use of the texts. 

4. Secondhand books .—The handling of used books presents 
problems of management related to pricing, purchase, and sale, and 
of unsalable stock. 

5. Cash control.—A system of cash control suitable to the opera¬ 
tion of the bookstore should be installed and subjected to periodic 
audits. 

The physical layout of the store bears an important relation to 
economy and efficiency of operation as well as to customer conveni¬ 
ence. 

The bookstore may serve as the location of the United States Post 
Office if one is located on the campus, as the center for the delivery 
and collection of parcel post and express, and as the agency for the 
sale of tickets to athletic and other events. 

The educational objectives of the bookstore require close coopera¬ 
tion between the manager and the appropriate officers of academic 
administration who will supply the necessary data relative to texts 
to be used and class registration. 

The bookstore should be financially self-supporting, and its budget 
should carry all proper expense of management including adminis¬ 
tration and maintenance of the physical facilities occupied. The 
bookstore may operate at a nominal profit, the size of which will be 
determined chiefly by the volume of its business, efficiency of man¬ 
agement, and pricing policy. In some institutions the bookstore is 
organized and operated as a cooperative enterprise. Under these cir¬ 
cumstances the annual surplus earnings usually are returned to the 
members of the organization in the form of cash dividends or of 
credits on future purchases. Cooperative bookstores operated with 
the sanction of the college should be subject to institutional authority 
and direction with respect to their financial management and general 
policies. 

If, in the organization and operation of the bookstore, concessions 
relating to services or sales are involved, such should be under in¬ 
stitutional control. 
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Student unions 

The student union, sometimes referred to as the student center, 
usually implies a program of service to the college community in¬ 
volving physical facilities and an organization for its conduct and 
administration. The basic and generally accepted aims of a student 
union are to provide the media for individual and group participation 
in programs designed to assist students in making constructive use 
of their leisure time and to correlate social, cultural, and recrea¬ 
tional activities with the more formal processes of classroom ed¬ 
ucation. 

The services offered in a student union may be varied and ex¬ 
tensive. Their scope should be determined administratively in light 
of the institutional objectives and following an appropriate survey. 
In this determination consideration should be given to the needs 
which are not already met adequately by existing agencies and facili¬ 
ties, the resources available to finance capital and operating costs, 
and the leadership which may be relied upon successfully to imple¬ 
ment the activity. 

The student union should be regarded as an integral part of the 
educational program of the institution, and its administrative organ¬ 
ization should be coordinated with established academic and busi¬ 
ness procedures. In practically all student unions there are two 
functions to be performed, each paralleling and supplementing the 
other: (1) the educational function, which includes the direction of 
the accepted social, cultural, and recreational program; and (2) the 
business and administrative functions of operating the physical plant 
and its various services. 

If the majority of the functions assigned to the director of the 
student union are primarily business in character, he should have 
line or direct responsibility to the chief business officer, and staff or 
indirect responsibility to the academic administrator. Likewise, if 
the majority of functions are primarily academic, the line responsi¬ 
bility should be to the academic administrator and the staff respon¬ 
sibility to the chief business officer. Under either arrangement, the 
chief business officer must supervise and be responsible for all 
business procedures. 

The success of the student union will be determined by the ability, 
vision, and S3mipathetic understanding of those who necessarily must 
cooperate in the leadership and in the management of this complex 
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enterprise. The nature of the student union requires for its most 
effective administration the counsel and assistance of competent 
student leaders who will assume large responsibilities in the formula¬ 
tion of policies and in implementing the adopted programs of service. 

The operating and maintenance costs of the student union are 
financed frequently by a compulsory student fee and, in certain 
instances, by net income from the grill, bookstore, game rooms, room 
and food service, and other revenue-producing activities, particu¬ 
larly when they are integrated within the administrative structure of 
the student union. 

If the construction of the union building has been financed by a 
loan which is to be liquidated by yearly pa 5 mients, these amortiza¬ 
tion charges, with interest on the principal, should be taken into 
consideration in calculating the amount of the annual student fee 
which is to be collected. 

The reader is referred to the Bibliography (see pages 206-8) for a 
list of publications which give more detailed information about plan¬ 
ning, organizing, and managing student unions. 

Intercollegiate athletics 

Intercollegiate athletics rilay be operated as an auxiliary enter¬ 
prise, as an organized activity of the department of physical educa¬ 
tion, or by an affiliated corporation or association, depending upon 
institutional policy. Whatever administrative organization prevails, 
it should be under institutional control. Many colleges and univer¬ 
sities belong to athletic conferences the general policies of which are 
determined by a legislative body composed of faculty representa¬ 
tives of the member institutions. Within the institution, the respon¬ 
sibility of directing intercollegiate athletics frequently is delegated 
to an athletic board or committee; such an agency, regardless of its 
composition, should be subject to institutional authority. 

As an enterprise designed primarily to serve students and staff, it 
should be controlled by the institution. Those aspects of direction 
involving academic procedures, such as eligibility of participants, 
schedules of intercollegiate contests, and appointment and compen¬ 
sation of coaches, will be under the appropriate academic officer. 
The business management of the enterprise, including budget con¬ 
trol; receipt, custody, and disbursement of moneys; procurement of 
supplies, equipment, and services; accounting, auditing, and report- 
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ing; and operation and maintenance of the physical facilities, should 
conform to established business procedures of the institution and 
be the responsibility of the chief business officer. 

At some institutions intercollegiate athletics are so managed as to 
produce funds for the maintenance of the program of intramural 
sports. 

The university press 

The term “university press” is not synonymous with the terms 
“print shop” or “printing plant.” A university press, as differentiated 
from a printing plant (which is classified as a service department), 
serves two major purposes; (1) as a publishing outlet for the best 
work of its faculty and of the faculties of other educational and re¬ 
search institutions; and (2) to make available to scholars and the 
public important publications which in their content and presenta¬ 
tion contribute to an understanding of human affairs. The university 
press should be recognized as an educational and scientific unit; it 
is related more closely to the research than to the teaching function, 
since products of research, to be of maximum use, must be available 
to scholars. 

A few of the American university presses are separate nonprofit 
corporations affiliated with a university. The majority, however, are 
organized as a division of the institution. 

Some university presses operate their own printing plants to 
manufacture the books selected for publication; others contract with 
commercial printers to perform this highly specialized service. In the 
administration of the university press, the sharp differentiation be¬ 
tween the publishing function and the printing function should be 
recognized. 

The organization required for the effective administration of a 
university press will be governed by the general policies adopted and 
objectives sought and by the financial resources available for its 
support. 

Usually an advisory board representing institutional authority 
will be created for the direction of this enterprise. The administra¬ 
tive organization will be set up along the following lines: (1) com¬ 
petent editorial judgment; (2) trained business and legal manage¬ 
ment; (3) skill and knowledge in manufacture and design to pro¬ 
duce books efficiently; (4) sales and advertising techniques to 
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manage distribution; (5) adequate accounting services for financial 
records and reports; and (6) facilities for storing and shipping 
books. 

The advisory board may function as an independent administra¬ 
tive unit responsible directly to the president of the university or to 
another academic officer. An editorial faculty committee customarily 
cooperates with the advisory board in determining basic policies 
and in other ways directing this enterprise. Whatever form of organ¬ 
ization is adopted, the enterprise should be managed on the basis 
of an educational policy established institutionally, and the fiscal 
operations should conform to procedures and practices formulated 
by the chief business officer. 

Experience indicates that a university press requires an initial 
capital investment of substantial amount and that adequate working 
cash be available; also that the press is a highly speculative enter¬ 
prise which may require subsidies of large proportions. If, in ad¬ 
dition to its publishing function, the press undertakes to print its 
books, further complexities of management, and perhaps operational 
loss, are involved. 

Other auxiliary enterprises 

Other auxiliary enterprises which are found at some colleges and 
universities are faculty clubs, laundries, parking lots, and student 
hospitals. These and other similar enterprises, in their organization, 
management, and control, should conform to the sound and generally 
accepted principles of administration set forth in the foregoing dis¬ 
cussion of the management of the more common auxiliary enter¬ 
prises. 

ORGANIZED AaiVITIES 

Organized activities relating to educational departments have 
been defined as activities organized and operated in connection with 
educational departments and conducted primarily as necessary parts 
of the work of these divisions. Examples of such activities are medi¬ 
cal school hospitals, home economics cafeterias, agricultural college 
farms and creameries, dental clinics, and laboratory or demonstra¬ 
tion schools. Where these activities are not conducted primarily for 
educational purposes, they should be classified separately or as 
auxiliary enterprises. 

The general administration of activities of this character should^ 
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by reason of the close relationship to instruction and research, fol¬ 
low the appropriate academic channels of authority and responsi¬ 
bility. The responsibility of the chief business officer in relation to 
these activities is, however, somewhat different from that involved in 
the usual instructional and research departments and activities, for 
these organized activities involve business and finance in a degree 
not usually present in instructional departments. 

If the size of the activity involved is sufficiently large to warrant 
special supervision within the department, the chief business officer 
should be consulted in the selection of that supervisor, and should 
devise, establish, and supervise such detailed accounting records and 
special operating reports as the size and character of the activity 
may warrant. In some cases, such as hospitals, separate fund ac¬ 
counts may be desirable. Even though the detailed accounting may 
be decentralized, by reason of the size and character of the activity, 
there should be central recording of gross income and expenditures 
for institutional control purposes. The American Hospital Associa¬ 
tion, the National Restaurant Association, the National Dairy In¬ 
stitute, and other similar organizations provide forms for statistical 
and accounting purposes which can be adapted to college and uni¬ 
versity use. 

If the activity is relatively small, if the income and expenditures 
involved are minor in character, and if the supervision is the inci¬ 
dental responsibility of a regular instruction or research staff member, 
no separate or special treatment of the activity is necessary. 

The successful operation of organized activities clearly requires a 
high degree of cooperation and understanding between the chief 
business officer and the appropriate academic officers. The profes¬ 
sional training of students in instruction and research needs to be 
kept constantly in mind as the primary objective of such activities. 
If the activity for any reason should expand to the point where the 
professional training of students is no longer the primary purpose, 
the activity should be regarded as an auxiliary enterprise or classi¬ 
fied separately, and the principles governing that kind of an enter¬ 
prise or activity should control. 

SERVICE DEPARTMENTS 

Service departments are administrative units set up primarily for 
the purpose of performing services to educational or other depart- 
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merits of the institution, such as a shop for printing, mimeographing, 
and other forms of duplicating; laundry; scientific apparatus repair 
shop; photographic room; secretarial pool; and statistical and tabu¬ 
lating office. Such units should be established only for the purpose 
of reducing operating costs or for the reason that the service require¬ 
ments of the institution cannot be met satisfactorily in any other 
manner. 

Institutions contemplating the organization and maintenance of a 
specific service unit should, by a comprehensive survey, determine 
whether under prevailing conditions such a venture is sound eco¬ 
nomically. In this cost analysis there should be included interest on 
invested capital as well as amortization. Facts disclosed by such a 
survey are important in considering the advisability of establishing 
or of continuing a specific service. 

If the services rendered by these units are to be limited to the 
needs of the institution, the costs should be prorated to the depart¬ 
ments served, and should not represent an institutional expense in 
addition to budget appropriations to these departments. The costs 
thus redistributed should recognize all items of expense, both direct 
and indirect, including supplies, labor, operation and maintenance, 
depreciation of building and equipment, and administration. 

Service departments should be operated under the direction of the 
chief business officer of the institution who should be responsible for 
all aspects of management. 

The accounting involved in the operations of the service depart¬ 
ment will be chiefly through budgetary transfers; thus there will be 
no duplication or inflation of the total expense of the institutional 
maintenance and administration. 
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Student Affairs 

SCHOLARSHIPS AND FELLOWSHIPS; LOANS; EMPLOYMENT 

T he conventional forms of financial assistance generally avail¬ 
able to students are scholarships and fellowships, loans, and em¬ 
ployment. 

Basically, higher education should be available to all academi¬ 
cally qualified young men and young women regardless of their 
economic status. Within the limits of its own resources, each institu¬ 
tion should establish policies pertaining to student aid. The formu¬ 
lation of these policies is frequently delegated to a committee, and 
it is desirable that the chief business officer or his representative be 
a member of this committee. 

Within the framework of the policies established by the institu¬ 
tion, the appraisal of the financial need of the applicants, the deci¬ 
sion as to the amount and forms of the aid to be given, and the 
consideration of other pertinent factors are proper functions of 
academic administration. These functions are often supervised by 
special faculty committees. The implementation of the decisions 
made, including the custody and disbursement of moneys and all 
aspects of accounting for them, rests with business administration. 

Scholarships and fellowships 

Academic achievement, character, economic need, and vocational 
objective are some of the factors which should be considered in 
awarding scholarships and fellowships. In some institutions, scholar¬ 
ships awarded primarily on the basis of economic need are termed 
grants-in-aid. Some institutions award what are termed “service 
scholarships” and “teaching fellowships.” Since the individuals re¬ 
ceiving such awards are, for tax purposes, employees of the institu¬ 
tion, it is recommended, in the interest of clarity of terminology, that 
these individuals be designated as “assistants,” “teaching assistants,” 
or “research assistants,” depending upon the nature of their assigned 
duties. 

Institutions are sometimes asked to accept what may be termed 
a scholarship fund, but with the donor reserving the right to desig- 
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nate the particular individuals to receive the so-called scholarships. 
Since the very essence of a charitable contribution is the intent of 
the donor to benefit society in general and not designated individ¬ 
uals, such designated funds should be treated as prepaid tuition 
rather than as contributions. For tax purposes, the distinction be¬ 
tween such private philanthropy and public philanthropy must be 
maintained. If one makes a gift for the direct benefit of an individual, 
this is private philanthropy, and is not deductible from the taxable 
income of the donor. 

Scholarships and fellowships are usually financed from one or 
more of the following resources; (1) income from endowment funds 
designated for that purpose, (2) income and principal of funds func¬ 
tioning as endowment, (3) current gifts, (4) appropriations from 
current operating income including remission of tuition or fees, and 
(5) appropriations by state or other public agencies. 

The specific use and method of awarding scholarships and fellow¬ 
ships are often stipulated by the donor. Restrictions on the use of 
funds for student aid impose problems on the institution. Every 
effort should be made to acquaint donors with such problems and to 
urge them to grant broad discretion for the use of the funds. Donors 
should be encouraged to create funds which are unrestricted. When 
restrictions exist, the individual or committee making the award 
should be familiar with them, but it is the ultimate responsibility of 
the chief business officer to ensure the observance of all conditions 
and restrictions involved. 

In addition to fellowships and scholarships administered by the 
institution, there may be outside organizations which furnish direct 
aid to students of their selection. When such outside aid is given, it 
is desirable that the institution cooperate with the agencies con¬ 
cerned in order to ensure, as far as possible, that institutional stand¬ 
ards and objectives in this area are observed. 

Loam 

Eligibility for student loans frequently is determined by an aca¬ 
demic officer who often is assisted by a faculty committee. This may 
be the same officer and committee that are responsible for scholar¬ 
ships and fellowships. This is desirable in order that all forms of 
student aid may be correlated. The sources of funds available for 
student loans which are administered by the institution also are 
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.tsimilar to thosc for scholarships and fellowships. If conditions by the 
donor are attached to loan funds, such restrictions are to be observed. 

The administration of loans approved by the student aid agency 
is a proper function of business administration. Subject to institu¬ 
tional policy and the terms and conditions of the gift or appropria¬ 
tion, the chief business officer or his representative will process the 
loan, including verification of any required endorsements, the inter¬ 
est rate, and terms of repayment. He will be responsible also for 
the collection of interest and principal. He should review all approved 
loans prior to final commitment to the borrower and should have 
veto authority over actions which in his judgment are financially 
unsound. Although student loans made by an educational institution 
are not the same as commercial loans and may be more lenient in 
terms and conditions, nevertheless they should be treated in as 
formal and businesslike a manner as possible. The obligation should 
be evidenced by a promissory note. There should be a rigid insistence 
that all conditions of the transaction be adhered to. If any other 
policy is followed, an injustice is done to the student by encouraging 
him to develop irresponsible habits which almost certainly will lead 
him into later difficulties. 

As in the case of scholarships and fellowships, the institution 
should cooperate with outside agencies administering student loans, 
to ensure as far as possible that institutional policies and practices 
pertaining thereto are understood and observed. 

Employment 

Traditionally, employment by the institution and off-campus 
employment have been major means of support for students who 
must earn a part of their college expenses while in school. 

Institutional authorities generally assist their students in finding 
work in the community to supplement campus opportunities. Some 
institutions have established a central student employment office for 
on- and off-campus employment. Student employment may be espe¬ 
cially advantageous to the institution in many departments and 
activities, and in such situations students should be employed to 
the fullest extent possible. In so doing, the institution will not only 
aid the student financially but will also make possible an experience 
which frequently has significant educational value. The final selection 
for employment of qualified students should be made by the depart- 
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ment concerned, and the immediate supervisors should insist on 
prompt, efficient, and conscientious performance of the duties as¬ 
signed. 

Rates of compensation and other pertinent conditions of student 
employment should be consistent with those applying to comparable 
service rendered by others, but due allowance may be given to the 
fact that students work intermittently for limited periods of time. 

STUDENT ORGANIZATIONS AND PUBLICATIONS 

The number, scope, and educational implications of extracurricu¬ 
lar student activities are such as to require some degree of institu¬ 
tional advice and supervision to ensure efficient continuity of ad¬ 
ministration, adherence to established policies, and competent 
management. Whatever activity is carried on under the name and 
sponsorship of an institution should be so conducted in all its aspects 
as to reflect creditably on the institution. The public is inclined to 
regard the numerous student enterprises as operating with institu¬ 
tional sanction and to view the performance of their leaders as repre¬ 
senting the accepted standards of the institution. 

In some institutions the various officially recognized student 
organizations and publications are financially supported by a com¬ 
pulsory student fee; in others, budgetary grants from the current 
revenue of the college are made; and in still others student support 
is in the form of voluntary payments. These and perhaps other 
considerations impose on the institutional authorities an obligation 
to furnish some guidance for and control over the policies and 
management of student activities operating under the name of the 
institution. The objectives sought can be achieved without relieving 
the student leaders of their responsibilities, or discouraging their 
initiative in the planning and management of their affairs. The at¬ 
tainment of the desired ends may result in a valuable educational 
and business experience for the students involved. 

For the major student enterprises, policies may be developed by 
boards of control on which students, faculty, and administrative 
officers will be represented. 

The nature and extent of institutional supervision will vary with 
the character and magnitude of the activity. Student organizations 
seeking institutional recognition and privileges should be required 
to submit a statement of their objectives and methods of organization 
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and operation. In the area of business procedures the chief business 
officer may participate in one or more of the following ways: (1) he 
may advise the student managers on budget preparation and control, 
making of contracts, procurement, accounting, and receipt, custody, 
and disbursement of moneys; (2) he may serve as a member of the 
board of control and actively assist in performing many of the 
functions of business management; and (3) if the student activity 
is financially supported by a compulsory fee or by a budgetary ap¬ 
propriation, the relation of the chief business officer to the activity 
should be comparable to that of his relation to the academic depart¬ 
ments of the institution. 

In some of the large universities the management, handling of 
moneys, auditing, and accounting associated with officially recognized 
student activities are centered in an organization which in effect is 
a division of the institutional business office. 

With respect to the business management of fraternities and 
sororities, competent opinion is divided, and practice is varied, as to 
what participation, if any, institutional authorities should have. If 
fraternities and sororities rent properties from the institution and 
in them house and feed their members, the nature and extent of 
institutional supervision over the business, as well as the social 
activities of these units should be stipulated in the rental contract. 
The supervision of the business management of fraternities and 
sororities occupying houses not owned by the institution presents 
a more complex situation. Numerous plans of financial supervision, 
accounting, and auditing have been developed, and their application 
has met with varying degrees of success. It is assumed by some that 
the institution has no responsibility for, nor can it exercise any 
effective influence over, the management of these enterprises, the 
basic policies of which it cannot determine or control. Other admin¬ 
istrative officers believe that, since fraternities and sororities are on 
their campus with the approval of the institution, they should be 
conducted in accordance with standards established or approved 
by the institution. To implement such a concept involves substantial 
expense, and the success of the effort will depend upon mutual under¬ 
standing, respect, and cooperation. However, all interested parties 
have much to gain from the effective operation of some such relation¬ 
ship. 
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STUDENT HEALTH SERVICE 

Colleges and universities have recognized for many years their 
responsibility for the health of students. Although the health service 
should be under the supervision of a physician and a part of the 
academic organization of the institution, the business and fiscal 
aspects of the program are sufficiently important to warrant the 
close attention of the chief business officer. 

The financing of a college health program usually is done in one 
of several ways: (1) through the pa 3 Tnent of a special fee by stu¬ 
dents; (2) through appropriations from general college funds; and 
(3) through some form of insurance obtained from commercial 
carriers. In the majority of institutions the health program is fi¬ 
nanced either by student fees alone or by a combination of student 
fees and appropriation of general university funds. The financing 
of a health program from student fees alone is possible in institutions 
with a large enrollment where the costs may be widely spread, but 
such financing will be more difficult in the smaller institutions. 

In recent years provision for medical and hospital care through 
some insurance plan has been used by some institutions. In most 
instances such insurance is on an optional basis. The use of insurance 
to finance medical and hospital care is in line with the general de¬ 
velopment of prepa 5 mient medical and hospital care plans in the 
country. However, the insurance plan does not provide for the edu¬ 
cational aspects of the health program which the health service 
should carry on. In institutions using the insurance plan for medical 
care, other funds should be provided for the educational part of the 
program. 
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A n effective personnel program benefits both the employee 
and the employer. Favorable working conditions, proper place¬ 
ment, fairness and consistency of treatment, and consideration of the 
employee as an individual will be reflected in his attitudes, quality of 
work, and productivity. To function successfully the personnel officer 
should have a clear conception of the objectives of sound personnel 
management and of the policies and programs which will produce 
the desired results. Some of these important objectives are: 

1. To establish and maintain a fair classification and pay plan, 
treating all employees consistently and uniformly. 

2. To provide the best possible working conditions. 

3. To promote economy and effective service. 

4. To help operating departments recruit, select, train, and pro¬ 
mote personnel. 

S. To encourage sound employer-employee relations. 

6. To encourage effective employee communication and participa¬ 
tion at all levels. 

7. To help department heads and supervisors understand and 
accept their administrative and supervisory responsibilities. 
Since personnel policies must be applied consistently and uni¬ 
formly in all departments, personnel administration cuts across all 
lines of institutional organization. Personnel management requires 
special aptitude, knowledge, and ability, whether it is provided by a 
full-time staff of specialists, or by an individual business officer as a 
part of his regular duties. In either case, a knowledge of effective 
principles and practices of personnel management is essential. 

Major responsibility for successful personnel management rests 
with deans, directors, chairmen, and department heads. The program 
will succeed only to the extent that it is understood, accepted, and 
carried out at the departmental level. 

DEVELOPING A POLICV AND PROVIDING FOR ITS ADMINISTRATION 
Written policy 

The importance of a specific and definite statement of institutional 
policy covering the various areas of the employer-employee relation- 
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ship cannot be overemphasized. Most careful consideration should 
be given to the original decisions involved in this policy and to its 
form and wording. This compilation should be done by a committee 
including representatives of the academic, nonacademic, and ad¬ 
ministrative staffs. Professional consultants may be helpful to the 
work of this committee. All staff members should be kept informed 
as the policy statement moves toward completion, and every effort 
should be made to ensure general acceptance of its provisions before 
adoption. 

A policy cannot be fairly or uniformly applied unless there is gen¬ 
eral knowledge and understanding of its provisions. That knowledge 
and understanding can exist only if the statement of policy is made 
available to every member of the staff—employees, supervisors, 
and administrators. This statement of policy should cover concisely 
and specifically matters such as those discussed in the sections which 
follow, and should be issued with full endorsement and authority of 
the administration and of the governing board. 

Implementation of the policy 

After the statement of policy has been formulated and approved, 
the organization for its implementation must be established. Because 
of the many variable factors involved, it is impracticable to set forth 
one type of organization which would be ideal for all institutions. The 
organization should make provision for the following, to the extent 
feasible: 

1. Recruiting and employment. 

2. Tests and examinations. 

3. Training. 

4. Job analysis, classification, evaluation. 

5. Wage and salary reviews, approval of salary changes, wage 
policy administration. 

6. Individual personnel records, including personal data, vaca¬ 
tion and sick leave, promotions, and participation in employee 
benefit programs. 

7. Periodic reports on recruiting and comparative employment 
conditions, employee qualifications, internal promotions, 
turnover, and training programs. 

8. Safety inspection and education, investigation and adjustment 
of accident claims. 

9. Health of employees. 
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10. Retirement, group insurance, medical care, and hospitaliza¬ 
tion plans. 

11. Settlement of grievances. 

12. Contacts with employee committees and councils, suggestion 
plans, recreational activities, and employee publications. 

Administration 

Regardless of the size of the institution or the number of its em¬ 
ployees, the responsibility for its employee relations should be 
centered in a single administrative officer. In many colleges and uni¬ 
versities, the chief business officer has this responsibility. In others, 
where the number of employees is too small to warrant a separate 
personnel officer or organization, the administrative duties may be 
performed by the officer in charge of student aid or of the place¬ 
ment service. These or any other combinations of assignments depend 
frequently upon the availability of a staff member with the necessary 
aptitude, ability, and time. 

In the larger institutions, however, the desirability of having a 
separate administrative department to handle the entire employee 
relations operation is obvious. There is no arbitrary minimum num¬ 
ber of employees below which such a department ceases to justify 
itself, and above which it is considered as being required. 

Regardless of whether the person in charge of employee relations 
devotes full- or part-time to this responsibility, he should recognize 
that his is a staff function which involves assistance to the operating 
departments but not control over their operations. As a staff officer, 
he should realize that the operating department has the ultimate 
responsibility for employee relations, and that his most important 
function is to assist all departments to carry out this work effectively, 
in a manner which is consistent with established policies and which 
recognizes institutional values as they relate to departmental inter¬ 
ests. 


BASIC CONCEPTS RELATING TO EFFEaiVE 
ADMINISTRATIVE PRACTICES 

There are certain administrative practices which can contrib¬ 
ute significantly to a successful employer-employee relationship 
on the campus. The implementation of these practices involves the 
following: 
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A. Developing a position classification and pay plan. 

B. Staff selection. 

C. Staff training, information, and participation. 

D. Supervisory development. 

E. Policies on staff benefits. 

F. Employee relationships. 

All are a means to one end. Programs have a tendency to over¬ 
shadow purposes, and administrative details frequently are regarded 
as more important than results. A personnel procedure is efficient 
only if it contributes to the effective operation and management of 
the institution. As a minimum goal the educational institution should 
provide conditions of employment which are at least equal to the 
most enlightened standards in its own community—^better than 
many, as good as most. How far it should go beyond such a minimum 
requirement may be decided in reference to its own community 
relations. 

A. Developing a position classification and pay plan 

The foundation of an effective personnel program is the develop¬ 
ment and maintenance of a logical classification and pay plan. All 
the employee benefits possible, regardless of their liberality, will fail 
to satisfy workers unless the classification and pay structure is un¬ 
derstandable and equitable. This problem is not easily solved, because 
of the variety of occupations and diversity of functions performed 
on every campus. Further complications arise because the institution 
is divided into a number of separate departments, some of which 
may have but a single employee. These facts make it desirable that 
there be a consistent set of standards in determining wages, hours, 
and working conditions. 

Any plan or policy of compensation should be institution-wide 
in its application. It may seem simple to allocate to each department 
an operating budget and to concede the right of the department to 
manage its affairs within its budgetary limits, but such a plan will 
inevitably result in inequities which will cause employee dissatisfac- 
ton and protest. While the highest possible degree of departmental 
independence should be preserved in every field of its activities, there 
must be central review and control over classification, wage, and 
salary policies, and of their application to the individual. 

Classification plan.—The establishment and maintenance of a 
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classification plan require complete and current information on 
each position. In obtaining this information, the usual first step is to 
furnish each employee an information blank on which he describes in 
detail the several tasks he actually performs, and the proportionate 
i-imff spent in their performance. The form should provide space for 
comments of agreement or disagreement by the immediate super¬ 
visor. The accuracy of the statements should be verified through 
personal interviews with employee and supervisor. 

The second step is to group together, under single headings, indi¬ 
vidual jobs which are sufficiently similar to justify common identi¬ 
fication titles and salary ranges; to prepare brief definitions of 
each classification accompanied by a more extensive list of duties by 
example; and to establish qualifications which should be possessed 
by an applicant before he can be considered for this type of position. 

The completion of these two steps should provide a list of position 
classifications together with a statement of the duties and require¬ 
ments for each position. This is the classification plan of the insti¬ 
tution and should cover all positions on the central campus and at 
branch stations if there be such. It is necessary to review periodically 
the entire series or related classes to ensure that the classification 
plan continues to be fair. 

It is essential, for the sake of employee morale, to differentiate 
clearly between the requirements of a position described by the 
classification plan and the qualifications possessed by the individual 
filling this position. An employee may have abilities and potentiali¬ 
ties greatly in excess of the minimum requirements for the position 
which he occupies. Stated otherwise, the place of the position in the 
classification plan is determined by the duties assigned to the posi¬ 
tion rather than by the qualifications of the incumbent. If the quali¬ 
fications of the incumbent are in excess of those required by the 
position, sound recognition of these qualifications should be made 
only by transfer or promotion to a higher-ranking position in the 
classification plan. 

Pay plan .—No single factor or condition can be the sole deter¬ 
minant of the salary range or rate assigned to a position class. The 
primary principle to be observed is that rates within the salary range, 
to the extent feasible, should be in general harmony with those for 
work of a similar nature in the local community. At nearly all insti¬ 
tutions, however, there are certain specialized activities which differ 
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widely from those in the normal business life of the community and 
for which no local parallel exists. For many of these positions, in¬ 
formation relative to compensation can be obtained from other 
institutions, and, with appropriate adjustments for regional differen¬ 
ces, these rates can be adopted. 

The test of the adequacy of a compensation plan is the ability of 
the institution to attract and retain competent employees. It is essen¬ 
tial that the plan be in harmony not only with the prevailing rates of 
compensation for similar work in the community, but that it also 
have internal consistency. This means that the salary ranges and 
rates assigned to the several classes must be logically and equitably 
related. Such factors as the qualifications and responsibilities re¬ 
quired for the position and general working conditions are some of 
the basic criteria in determining these wage relationships between 
classes. A consideration second in importance only to how much an 
employee is paid is the relationship of his wage to that of other 
employees within the institution. Any perquisites, such as room and 
board, attached to a position should be recorded and should be 
considered in connection with the actual pay rate and taken into 
account in any comparison of wages. 

The pay plan should be reviewed continuously. Changes in local 
and national trends and changes in job content and requirements 
should be recognized by suitable changes in the compensation plan. 

The compensation plan should provide for a beginning salary and 
for periodic advancement from this beginning salary by salary steps 
or increments to a maximum salary. This is commonly referred to 
as the “salary range.” Performance and length of service, or a com¬ 
bination of the two, are usually recognized as the basis for advance¬ 
ment within the range. Major emphasis should be placed on perform¬ 
ance. This necessitates the establishment of performance and rating 
standards to ensure fair treatment to employees of like classification 
in all departments of the institution. Whatever emphasis may be 
placed on performance and length of service in determining eligibility 
for advancement within the salary range, there should be provision 
for rewarding especially meritorious performance by accelerating 
the normal rate of advancement within the salary range. Such a plan 
will enhance the loyalty and support of the employees. 

The principle of definite schedules for workdays and workweeks 
is now so firmly established that the practice of compensating for 
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work required beyond these schedules is almost universal, except 
for major supervisory personnel whose work schedules are less rigid. 
Accepted practices include compensatory time off or extra pay at 
straight time or at a premium rate, usually time and one-half. Which¬ 
ever it may choose, each institution should have a policy for meeting 
these situations which is applied consistently in all operating depart¬ 
ments. 

B, Staff selection 

Central employment office .—A central employment office is 
important to an effective personnel program. All applicants for work 
may apply here and learn of present and future openings and the 
general conditions and benefits of employment. The personnel office 
should have the responsibility for presenting for consideration candi¬ 
dates who appear to have the general qualifications needed, but the 
department in which the vacancy exists should have the final right of 
choice and approval before the person is employed. 

The first task of the personnel organization is to recruit workers. 
It should secure candidates for employment, screen them by intelli¬ 
gent interviewing, and provide tests for aptitude, ability, and per¬ 
sonality traits. It should ascertain also the physical fitness of the 
applicant to perform the tasks involved. 

In order to provide each department with the type of candidate 
needed, it is necessary that the personnel office have specific infor¬ 
mation as to the individual jobs and not mere general knowledge 
concerning typical jobs in the same classification. Without compre¬ 
hensive knowledge of the job content and skills required, the recruit¬ 
ment of suitable candidates cannot be entirely successful. Con¬ 
sistency between the requirements of a position and the qualifications 
of a person filling it can be fully attained only if the two factors are 
considered with full understanding of their interrelationships. 

Interviewing .—An intelligently conducted interview, private in 
nature and conducted in surroundings which help put the applicant 
at ease, is essential to effective recruiting. The person who conducts 
the interview should be realistic in appraising and evaluating the 
qualifications of applicants; he should have a broad general knowl¬ 
edge of the organizational structure of the institution and of the type 
of work being done in its various divisions and departments; and he 
should be able to cooperate with and retain the confidence of the 
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members of the academic and administrative staffs whose employee 
requirements he is to fill. 

Complete information should be given all applicants about pay 
periods and employee benefits, including vacation, sick leave, in¬ 
surance, retirement, and recreational and educational privileges. 

Tests and examinations. —There is general agreement that pre¬ 
employment tests of knowledge, aptitudes, and skills are necessary 
in the selection of a well-qualified working staff. In this general 
discussion it would be unwise to attempt to provide detailed recom¬ 
mendations as to the test material best suited to the use of an indi¬ 
vidual institution. Members of the academic staff can be helpful 
in the selection of appropriate tests and procedures. 

Many employers require each applicant for employment to take a 
physical examination. Such an examination serves, first, to determine 
the physical fitness to perform the duties expected without undue 
risk of injury to self or exposure for others; and, second, to record 
the phyiscal condition at the time of employment as a safeguard 
against possible future claims for unjustified compensation for an 
occupational disability. 

A reasonable probationary or trial period of emplo3nnent is con¬ 
sidered sound practice. It should be mutually understood that during 
such a period, which may range from a few weeks to six months or 
longer, no commitment is made as to continuance of emplo3nnent. 
Careful consideration should be given to a longer probationary 
period when the nature of the position warrants it. Screening tests 
and interviews are important, but neither can take the place of the 
test of actual performance on the job. 

C. Staff training, information, and participation 

Staff training. —Staff training goes on continuously, recognized 
or unrecognized, and well or poorly done. Consciously or uncon¬ 
sciously, newcomers to the organization are learning continually 
from the more experienced employees, and the attitudes, ways of 
thinking, decisions, and work methods of administrators and super¬ 
visors either are being imitated by them or forced upon them. 

College and university administrators can improve efficiency by 
systematizing at least part of this training through orientation and 
through the organization of formal courses of training in special 
skills. 
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The underlying philosophy of a training program should be that it 
can best be carried out by line administrators, and that the function 
of the personnel office should be that of a staff agency which calls 
attention to the need of such a program and helps carry it forward. 
The personnel office should not attempt to conduct all training, be¬ 
cause this would remove from operating administrators and super¬ 
visors a fundamental responsibility which is theirs. Training goes on 
informally at all times, and any organized program will be successful 
only if it corresponds to the informal training experienced in operat¬ 
ing practice. 

The personnel office can assist in the over-all training program by 
offering courses for supervisors in such subjects as: 

1. Functions of administration and supervision. 

2. Work analysis for training purposes. 

3. Work simplification. 

4. On-the-job-training techniques for supervisors. 

5. Techniques for handling human relations problems. 

6. Conference leading techniques. 

Such courses will not only help supervisors understand the train¬ 
ing process and accept their responsibilities, but will give them the 
tools with which to systematize their training practices and prepare 
them to develop and carry out work-skills training programs. They 
will give supervisors an opportunity to learn how to simplify work 
methods, standardize work methods for training purposes, build 
systematic training guides, and carry out training in ways which will 
reduce training costs. The personnel office should be capable of 
providing the technical assistance which supervisors will need to 
implement these processes. 

A college or university business organization, with its wide variety 
of operations, will encompass activities which require the develop¬ 
ment of departmental training programs on a great many skills. 
Some of the more obvious of these skills include clerical, custodial, 
mechanical, food service, public relations, automotive equipment 
operation, and materials handling skills. 

In addition to aiding administrators and supervisors to develop 
and carry out skills training programs, it may be necessary for the 
personnel department to offer a few training courses on a centralized 
basis. Several kinds of employee training and orientation programs 
can be more efficiently accomplished on a centralized basis. These 
include: 
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1. Orientation of new employees to the purposes, functions, and 
policies of the institution as a whole. A central orientation session 
can help give employees a feeling of importance in the organization. 
Orientation is also effected under the influence of the supervisor. 

2. Training of supervisors and key clerical people (especially 
academic department secretaries) in the business procedures of the 
institution. Courses organized by the personnel office and taught by 
specialists in personnel, accounting, and purchasing can keep key 
supervisors and office personnel informed on latest policies and 
standard procedures. 

A college or university, in addition, can take advantage of courses 
taught in its academic departments which will help develop job skills 
and related information backgrounds of employees. The personnel 
office should be the clearinghouse for approval of any special enroll¬ 
ment, tuition, or time-off arrangements necessary to encourage 
employees to take such courses. Academic courses can broaden the 
range of abilities of technical or professional workers, as well as of 
supervisors and administrators. 

Thus, in many ways, the personnel office can assist the operating 
supervisors to encourage staff development and in-service promotions 
and transfers through the establishment of a training program as 
an integral part of departmental operations. The proper use of such 
a program can mean the difference between operating efficiency and 
inefficiency. While the personnel office should be able to offer the 
services necessary to implement a program of this type, it should 
be recognized that the supervisors and administrators are the ones 
who must see the need for and the possibilities of improving opera¬ 
tions through training. 

Information and participation .—Knowledge breeds confidence 
whereas lack of knowledge arouses suspicion. Employee acceptance 
of policies and practices is too often assumed because they seem 
reasonable and equitable to the administrative officers who know the 
facts and are thus able to take the broader view. Some administra¬ 
tors learn with surprise that employees with less information and 
understanding do not share their points of view. This is an experi¬ 
ence which comes early to many who deal with employees. Any 
device which can keep employees intelligently informed as to insti¬ 
tutional policies has a vital usefulness in promoting good relations, 
and hence effective and faithful job performance. 

Employee morale is improved by the development of a sense of 
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participation, of belonging, and of being recognized as an important 
part of the entire program of education and research which takes 
place in the institution. An employee feels highly complimented when 
his advice is asked and frequently makes constructive and useful 
suggestions. This desire to participate can be met through employee 
councils, committees, and employee publications. 

Employee councils and committees. —Small committees elected 
by groups or from the employee body as a whole can do much to 
improve communication between management and workers, to pro¬ 
vide a means of conveying to management the thinking of employees, 
and to present to employees those matters which the administration 
desires them to understand and accept. Such committees can be 
effective in promoting suggestion plans, safety work, social and recre¬ 
ational programs, employee publications, and other specific projects. 
They should function with a wide degree of autonomy and, although 
they should meet jointly with administrative officers, they should 
not be dominated by them. Some guidance may be needed, especially 
in the early days, to direct their attention toward the promotion of 
constructive ideas and activities and not simply to the consideration 
of employee grievances. The need of such guidance will lessen as this 
group gains understanding of its task and confidence in its ability to 
carry it out successfully. 

Employee publication.—An employee publication, regardless of 
its attractiveness, if written solely from the administrative view¬ 
point, will not achieve its objective. Such a publication, to be suc¬ 
cessful, should be managed by an editorial board of employees under 
the general guidance of an appropriate administrative officer. It 
should be essentially the employees’ publication, in which they may 
express their own thoughts and ideas. The cost of such a publica¬ 
tion, customarily assumed by the institution, is regarded as a justi¬ 
fiable investment in good employee relations. The size and frequency 
of publication are not of major importance. Although it be only a 
single mimeographed sheet, an employee publication is a recom¬ 
mended medium for improving understanding and good will. 

D. Supervisory development 

Nothing in the plans for a personnel policy should suggest the 
removal from departmental supervisors of authority and responsi¬ 
bility which is properly theirs. There are types of personnel admin¬ 
istration which seek to assume authority over practically every detail 
of the supervisory function and which, in so doing, seriously impair 
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the prestige and efficiency of the supervisors. If supervision is to be 
effective, the supervisor must be granted authority to match re¬ 
sponsibility. A supervisor can maintain his place in his department 
only if he has authority to make decisions and generally has them 
supported by his own superior and by the personnel office. 

A personnel officer should listen to any employee who brings a 
problem to him, but he should not take over the settlement of any 
problem originating at the departmental level, until the department 
supervisor has had an opportunity to solve it. But if the supervisor 
is to exercise his authority in the most effective manner, the person¬ 
nel officer has an obligation to see that he is familiar with the princi¬ 
ples of proper handling of the employee relations problems which 
may arise in his department. 

E. Policies on staff benefits 

Staff benefits are in fact part of the cost of personal service and 
their dollar value should be computed and made known to the em¬ 
ployee, as well as to the officers of administration. 

Vacations and holidays .—Nearly all educational institutions 
grant to nonacademic employees on an annual salary basis at least 
two weeks’ vacation with pay and such legal holidays as are ob¬ 
served on the campus. Beyond that, there are many variations in 
policy relating to different work groups and depending upon local 
conditions. One justifiable variation in the vacation formula is that 
which allows a longer vacation to certain employees, usually, super¬ 
visory, who are not eligible for overtime compensation. This offsets 
somewhat the advantage held by those whose work schedules are 
fixed and who receive additional compensation in time off or in cash 
for all overtime worked. A plan which is growing in favor relates the 
paid vacation allowance to the length of service. 

Sick leave .—The desirability of providing sick leave with pay for 
employees on an annual salary basis is generally recognized. It is 
important that the allowance made for this purpose be specifically 
stated. Many institutions grant sick leave of two workweeks per 
year, or one day for each month of service. Some allow an accumu¬ 
lation, with or without limitation, of unused sick leave. Some plans 
provide that only a portion of the annual leave may accumulate. Be¬ 
cause the arrangement for accumulation discourages the use of sick 
leave for doubtful reasons, it may offset the costs of unlimited ac¬ 
cumulation. 

Occupational disability and worhmen*s compensation .—Under 
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the laws of most states, employees of educational institutions are 
covered by the provisions of the workmen’s compensation legislation, 
and payments for disability arising out of or because of employment 
are determined by statute. (See also discussion of “Workmen’s Com¬ 
pensation Insurance,” pages 43-44.) 

Retirement, pensions, and group insurance. —The desirability 
of developing a retirement plan, with appropriate pension provisions, 
for nonacademic personnel, and of including these employees in such 
group life and hospital insurance plans as may be available for other 
classes of employees, is generally acknowledged by the governing 
boards of educational institutions. This subject is discussed in 
chapter viii (“Staff Welfare”) of this volume. 

Desirable working conditions and other benefits. —Sanitary and 
attractive rest-rooms, adequate cloak or locker rooms, proper lighting 
and ventilation, effective safety precautions, rest periods, availability 
of eating facilities, and access to the library and to campus recrea¬ 
tional facilities have an important influence on employee morale. 
Eligibility for such staff privileges as the purchase of tickets at 
special rates to athletic events, concerts, lectures, and other campus 
activities is a benefit highly regarded by nonacademic employees. 
Some institutions grant tuition reduction or free tuition for enroll¬ 
ment in courses relating to an employee’s work. Tuition rebates are 
allowed in some institutions to the children of staff members. 

F. Employee relationships 

There should be available to employees an established procedure 
for a review of their problems and grievances. This review should 
be made at an administrative level above that at which the grievance 
originates, and the procedure should provide for appeal and con¬ 
sideration through successive levels of supervision and administra¬ 
tion. Such appeals may be initiated by the individual employee, by 
his representative, or by a committee selected from and by the 
employees. 

The success of the personnel program and policies can often be 
measured through interviews with employees leaving the service of 
the institution. These exit interviews will often reveal the weak¬ 
nesses, if any, in policies and procedures and form the basis for 
improving and strengthening the nonacademic personnel program. 
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Staff Welfare 


O N COLLEGE AND University faculties are found many men and 
women of distinction who have superior talent for teaching and 
for research, who prefer to serve in this profession, and who wel¬ 
come the opportunity which it offers for untrammeled thought and 
scientific investigation. The importance to the structure of higher 
education of attracting to and retaining on the staff men and 
women of the greatest competence cannot be overemphasized. The 
academic staff must be supported and served by a competent and 
able nonacademic staff. In the achievement of the basic objectives of 
the institution, the types and adequacy of staff welfare programs 
covering both academic and nonacademic staffs are of major signif¬ 
icance. 

Most educational institutions in the United States have retirement 
plans, and an increasing number also have life insurance, hospitali¬ 
zation, surgical benefits, sick leave, vacation, and other similar 
welfare plans. 


RETIREMENT PLANS 

The retirement policy, involving adequate pension provisions, is a 
vital part of personnel administration of an educational institution, 
and it merits considered and intelligent development and periodic 
review. Expenditures to support a retirement plan are justified be¬ 
cause the plan will further the interests of the institution. If the 
college can assist its staff members to look forward to security after 
retirement, with freedom from economic dependence on others, and 
to an opportunity to pursue studies, research, and hobbies without 
undue financial worries, it may expect from them better morale, 
greater loyalty, and more effective accomplishment during the years 
of active service. 

College governing boards and administrative officers agree uni¬ 
versally that wisely designed plans for retirement and for pensions 
aid them to effect the orderly retirement of staff members at an 
appropriate age, to attract promising new talent, and to retain com¬ 
petent personnel. 
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Provisions of retirement plans 

A retirement system should be constructed carefully in all of its 
provisions if it is to operate to the greatest advantage of the college 
and of the staff. The ultimate objective is the provision of an ade¬ 
quate retirement income for the staff members. 

Important decisions which are involved relate to institutional 
policy and administration and must be made by the college itself, 
perhaps working through committees of the faculty, administration, 
and governing board. Included will be the consideration of such 
questions as: 

1. Who will participate and when? 

2. Shall participation be optional or compulsory? 

3. What shall be the retirement age? 

4. What approximate income should be provided at retirement? 

5. In establishing a new plan, what supplementary benefit should 
be paid in recognition of prior service? 

6. How shall the cost be shared between the staff member and the 
college? 

Periodic review of the provisions of existing plans is essential to 
keep them in line with changing economic trends. 

Classes of employees covered 

A comprehensive retirement plan should cover all employees, both 
academic and nonacademic, for whom the institution reasonably 
may accept a pension responsibility. As a general rule, temporary 
employees should not be included, nor should part-time employees 
be included unless their tenure is relatively permanent. 

From an institutional point of view, some degree of mobility is 
highly desirable in the academic staff. Consequently, the academic 
and nonacademic staffs may be covered appropriately under separate 
retirement plans. 

Waiting period 

Many college retirement systems provide a waiting period before 
the staff member is eligible or required to participate. The purpose 
of a waiting period is to avoid the expense to the institution repre¬ 
sented by the contributions for those whose employment may prove 
to be temporary, and also to avoid the costs involved in administer¬ 
ing the accounts of temporary employees. Whether a waiting period 



Staff Welfare 


95 


is provided for and the length thereof, should be dependent in part 
on whether participation in the retirement plan is optional or com¬ 
pulsory. Immediate compulsory participation is not so important a 
consideration as it was before federal social security benefits be¬ 
came available to employees of certain educational institutions. 

A practice which has gained widespread acceptance in recent years 
is to make participation optional after a waiting period of one or two 
years, and to require participation after the completion of this wait¬ 
ing period and the attainment of age thirty. Experience shows that 
instructional, secretarial, clerical, and other employees in their 
twenties usually are not interested in the retirement problem and 
choose not to participate. However, when age thirty is attained, em¬ 
ployment may be assumed to be fairly stable, and participation in the 
retirement plan should then begin in order to accumulate an adequate 
retirement benefit. 

Regardless of the established preliminary service period, most 
colleges have found it mutually advantageous to permit immediate 
participation for those who bring with them approved annuity con¬ 
tracts started elsewhere. 

Voluntary and compulsory participation 

With rare exceptions, public retirement systems are compulsory 
and participation is a condition of employment for all eligibles. 

Retirement plans that permit participation at the option of the 
employee have proved generally to be unsatisfactory. It is not 
realistic to assume that a substantial portion of staff members who 
choose not to participate will on their own initiative make adequate 
financial provision for their old age. 

Few people realize what large sums of money must be saved 
during working years to provide an adequate income after retire¬ 
ment. For example, at prevailing annuity rates, a capital sum of 
about $15,000 is needed at age sixty-five to purchase a benefit of 
$100 a month for the remainder of a man’s life, with no provision 
for a dependent survivor. It takes about $18,000 to provide the 
same benefit for a woman. 

Those who do not participate deprive themselves of the aimual 
contributions made to their retirement equity by their employer. 
For those remaining long in service, these contributions, with in¬ 
terest accumulations, reach a total of substantial amount. 
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Participation in the federal social security system (old age and 
survivors insurance) is now compulsory for a majority of wage 
earners in the United States. This system has established a basic 
pension for the employee and his dependents. Whether this mini¬ 
mum benefit is adequate for college employees should be determined 
by each institution. It will meet more nearly the needs of the non- 
academic staff than those of the academic personnel. On a contribu¬ 
tory basis, it may be desirable to supplement social security benefits 
to ensure a more acceptable standard of living after retirement. 

Retirement age 

The determination of an appropriate retirement age is not easy. 
There is no formula that can deal equitably with all persons at 
all times. Suggested methods of dealing with this problem are; 

1. Establish no retirement age, allowing each person to determine 
his own, regardless of his fitness to continue in service. Such a plan 
might be popular with some faculty members, but manifestly few 
college administrators favor it. 

2. Arrange for a gradual retirement. Such a plan commends itself 
as realistic, but few institutions have observed it, because of inherent 
secondary difficulties. Which duties should be reduced or discon¬ 
tinued, and to what extent? Salary adjustment related to reduced 
responsibilities presents another problem. 

3. Retirement of persons at the stipulated age, without exceptions. 
Obviously this is the easiest plan to administer. Where this pro¬ 
cedure is followed, the retirement age is set relatively high, sixty- 
eight or seventy years, although some colleges use lower ages. The 
observance of an arbitrary retirement age may deprive the college 
of the services of some men who are in possession of their full capac¬ 
ities; it may delay the retirement of others too long. This plan of 
retirement may be too impersonal, but it assures all that there is a 
definite date on which the official separation and termination of salary 
will become effective. 

4. Establish a normal retirement age beyond which continuance of 
employment is at the discretion of the governing board, with the 
burden of proof of fitness to continue resting on the individual. This 
method frequently is adopted. A normal retirement age is stipulated, 
but extensions beyond this age may be made by special vote of the 
governing board. The rule indicates to each person concerned that 



Staff Welfaee 


97 


his retirement is to occur on a certain date; that if any extension of 
service is to be made, it must be in the interest of the institution and 
contingent on the fitness of the individual to continue; that the 
extension will be reviewed and approved periodically, at least an¬ 
nually. While this method affords the college the elasticity it needs 
in continuing certain able individuals in service, it does present ad¬ 
ministrative problems. The danger is that such extensions of service, 
unless controlled, may become the rule rather than the exception; 
this tendency may be mitigated partly by prohibiting extensions 
after a specified age or by limiting the number of extensions granted. 

The retirement plan may appropriately include provision for staff 
members to retire voluntarily at a date earlier than the one stipu¬ 
lated for compulsory retirement. 

The significant advantage of a specifically defined retirement age 
is that staff members may be informed that unless special action is 
taken in individual cases, retirement is to be expected upon the 
attainment of the stipulated age; such a procedure should enable 
staff members to plan wisely for their retirement. Contentment in 
retirement depends partly upon how long and how intelligently it 
has been anticipated. 

Severance rights 

Free interchange of scholars among institutions of higher learning 
is essential, and any retirement plan which discourages such mobility 
is seriously defective. It is particularly important that the plan 
provide for the retention of full annuity credits derived from the 
faculty member’s contributions and from those of the institution. It 
is obvious that if, when a faculty member moves from one college to 
another his annuity equities are forfeited, many individuals would 
reach retirement age with an inadequate income, or that others 
would be inclined to remain in one institution longer than would be 
mutually advantageous. 

The standard annuity policy of the Teachers Insurance and An¬ 
nuity Association furnishes each participant a non-cashable contract 
by which all contributions and accrued interest are vested in the 
individual. This system permits mobility without affecting adversely 
the participant’s annuity benefits. Annuity contracts with commer¬ 
cial life insurance companies may contain forfeiture provisions or 
may provide vested benefits, depending upon the policy of the insti- 
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tution negotiating such contracts. 

The benefits provided by social security also are vested so long as 
an individual remains in employment covered by this federal pro¬ 
gram. 

Benefit objectives 

A college should concern itself with making retirement of its staff 
members financially feasible for them. There are involved such 
questions as: How large should the retirement income be? Should 
it be based on a subsistence level of living or should it be related 
percentage-wise to final salary or to average salary over a specified 
period? 

Manifestly it is not feasible that the retirement formula should 
be such as to provide each participant a benefit which will meet 
all of his individual and varying needs. A realistic approach is to 
formulate benefit schedules adequate to satisfy the normal, or the 
average, or the typical situation. This assumes that the individual 
will accept responsibility for making his own additional retirem.ent 
provisions required by his personal status. 

A joint committee of the American Association of University 
Professors and of the Association of American Colleges, in con¬ 
sidering this issue, has concluded that as a normal goal the retire¬ 
ment system should provide enough income to yield to a man who 
entered it at age thirty and retired at about age seventy, a retire¬ 
ment annuity of 50 percent of his average salary over the last ten 
years of his service. It is to be remembered that if the accumula¬ 
tion upon retirement would purchase a life annuity for the indi¬ 
vidual of 50 percent of his terminal salary, it would purchase less 
than that if an annuity is to continue to a surviving widow. 

As a minimum, any retirement system, including social security 
benefits where such apply, should provide at least a subsistence 
standard of living for the employee and for his surviving widow. 

Whatever level of retirement income is provided, there should be a 
periodic review of the retirement system to ensure a reasonable re¬ 
lationship with the changing value of the dollar. 

Trior service benefits 

One of the difficult problems in establishing a retirement system 
is that of providing satisfactory and equitable benefits for those 
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persons who have served the college for many years during which 
no retirement system was in effect. The joint contributory retire¬ 
ment plan offers welcome relief in the pension problem with respect 
to the younger staff members, but the normal contributions made 
under such a plan do little for those who are in the higher age group 
when the plan is inaugurated. While the cost of providing benefits for 
prior service is only transitional, it is usually substantial for a num¬ 
ber of years. 

The federal social security benefits furnish the basis for the de¬ 
velopment of a comprehensive retirement plan. These benefits recog¬ 
nize credit for prior service and provide relatively generous pensions 
for dependents and survivors. 

Federal social security 

Old-age and survivors insurance (OASI) coverage was extended 
on a voluntary basis to certain educational institutions in 1950 and 
to all others in 1954. The regulations and schedules of allowances 
of OASI are necessarily complicated and are set forth in detail in 
documents which can and should be obtained from regional repre¬ 
sentatives of this federal agency. 

Any institutional retirement plan developed or modified to supple¬ 
ment federal social security benefits should be related carefully to 
the social security formula. 

Nonacademic personnel 

Some educational institutions have developed separate retire¬ 
ment and pension plans for their nonacademic personnel; others 
apply to this group the same plans as those established for the aca¬ 
demic staff; others do not provide any benefits to supplement those 
derived from federal social security coverage. 

In some publicly supported educational institutions the non- 
academic personnel are covered by the state retirement and pen¬ 
sion system applying to other similar groups of public employees. 

Educational institutions recognize generally their responsibility 
to this class of employees, and in each institution the needs of the 
nonacademic staff and the conditions surrounding their employment 
should be considered carefully and reviewed periodically, and a 
retirement and pension system developed which is adequate, equita¬ 
ble, and appropriate under prevailing circumstances. 
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Retirement plans summary 

A desirable retirement plan is one that; 

1. Requires participation of all full-time regular members of the 
staff after a brief waiting period. 

2. Announces and enforces an expected normal retirement age with 
some elasticity for limited continued service of those possessing 
unusual vitality and ability. 

3. Relates the premium to salary on a joint contributory basis. 

4. Makes definite provisions for those in the higher age group with 
past service prior to the time the retirement program is estab¬ 
lished. 

5. Makes use of a funding agency that supplies the participant 
with an annuity contract that provides for: 

a) Full vesting of the contributions made, on behalf of faculty 
participants, thus permitting free mobility of academic talent 
among colleges and universities. 

b) Includes a non-cashable provision that protects the retire¬ 
ment income of the participant. 

c) Relates premiums to salary changes. 

d) Provides a death benefit equivalent to the value of the ac¬ 
cumulation, payable on an income basis. 

e) Permits flexibility as to the time retirement income is to be¬ 
gin irrespective of the announced retirement age. 

/) Provides a number of settlement options to be exercised on 
retirement in addition to the single life annuity in order that 
the participant may protect his surviving dependents. 

6. Provides benefits that: 

a) Total about 50 percent of average salary of the last five years, 
or at least equal to a subsistence standard of living. 

b) Are, insofar as possible, adjustable to changes in the current 
cost of living. 

The cost of full vesting is justified, in the case of faculty mem¬ 
bers, because it is in the interest of the institution to encourage 
mobility of its faculty. Furthermore, approximately as many faculty 
members come to the institution with accumulated retirement credits 
as those who leave. On the other hand, the institution does not 
receive the same benefits from the mobility of employment or labor 
turnover of its nonacademic employees. Few come from other 
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educational institutions, and few transfer to such institutions. The 
vesting privilege is, therefore, of less interest to the institution in 
the case of its nonacademic staff. Since a non-vesting retirement 
plan is much less costly than one granting vested rights, the institu¬ 
tion should consider the higher costs of a fully vesting plan in com¬ 
parison with the benefits thereof. 

LIFE INSURANCE ON A GROUP BASIS 

Almost all colleges provide some benefit for survivors of deceased 
staff members. Careful integration of life insurance coverage on a 
group basis with federal social security benefits and death benefits 
provided by retirement systems can result in an effective and eco¬ 
nomical survivor benefit program. These combined provisions afford 
the individual a substantial basis for developing the total life in¬ 
surance protection which his family needs. 

Effect of a funded retirement plan 

Practically all funded retirement plans provide some death benefit. 
Under publicly administered systems, the death benefit is equal 
normally to the accumulated contributions of the participant. Under 
retirement plans developed with insurance companies, the death 
benefit may be the total premiums paid, the face amount of the 
policy, or the cash value, and may or may not include the institu¬ 
tion’s contributions. Under the retirement annuity contracts of the 
Teachers Insurance and Annuity Association, the death benefit is 
the accumulation of all (both employer and employee) premiums 
paid, plus compound interest. Almost without exception the death 
benefits provided by these funded retirement plans increase rapidly 
in size with the length of service of the participant. 

It is apparent that older persons, under a long-existing retirement 
system, accumulate very substantial equities for the benefit of their 
dependent survivors. However, the family of the younger man has 
little or no protection from this source at the very time that his 
family responsibilities are the greatest and his salary the lowest. For 
those dependent survivors eligible to receive social security benefits, 
relatively adequate financial provision is made. 

To supplement other death benefits and to absorb the financial 
shock resulting from the early death of the wage earner, group life 
insurance plans have been adopted at many colleges. The conven- 
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tional characteristics of group, collective, or wholesale life insurance 
coverage are that the entire college staff is made eligible, a minimum 
number of persons or a prescribed percentage of the eligibles must 
participate, no medical examination is required, and the premiums 
are paid entirely by the college or shared by the college and the 
employee. For this type of insurance the annual premium is rela¬ 
tively low. 

Two plans of group life insurance coverage have been developed 
for college personnel—one with level insurance at all ages, with 
increasing premiums by age; and the other, decreasing insurance by 
age, with level premiums. 

Some plans have been developed which are especially advanta¬ 
geous to college employees. These plans coordinate death benefits pro¬ 
vided under the retirement plan with life insurance coverage, taking 
into account social security benefits where such are involved. These 
collective life insurance plans are based on level premiums per tmit 
of insurance, with insurance decreasing by age. The advantage of 
this formula is that maximum death benefits are provided for the 
younger members of the staff when their need for such protection 
is the greatest. These plans also offer sufficient flexibility of coverage 
to meet the needs of participants at var 5 nng salary levels. 

HEALTH CARE AND EXPENSE PREPAYMENT PLANS 

It is desirable that educational institutions concern themselves 
with the health of their faculty and other employees. Each institu¬ 
tion should consider the advisability of providing for pre-employ¬ 
ment and periodic physical examinations. This service may be per¬ 
formed in connection with infirmaries or hospitals operated by the 
institution and serving as student health centers, or if such facilities 
are not available, the services of local physicians and hospitals may 
be relied upon. 

Group hospital, surgical, and medical expense plans 

Such plans are available in various forms, and are participated in 
widely by industrial and professional employees, on a voluntary 
basis. Educational institutions should support these plans to the 
extent of administering them locally through payroll deductions. 
If adequate resources are available, it is proper for the institution to 
share with the employee the premium payments. 



Staff Welfare 


103 


Although details and schedules of benefits vary among the agen¬ 
cies offering them, in general the group hospital, surgical, and medi¬ 
cal expense plans provide indemnification or reimbursement for ex¬ 
penses incurred through illness or accident, other than accidents 
covered by workmen’s compensation insurance, on the basis of a 
schedule of payments specified in the contract. The total of pay¬ 
ments to be made under these contracts usually is limited and is not 
adequate to cover extraordinary hospital, surgical, or medical 
expenses. 

Insurance against other hazards 

While group hospital, surgical, and medical expense plans are 
those best known and participated in most widely, brief reference is 
made here to related forms of insurance which are available, usually 
on a group basis. 

Major medical expense insurance is basically a form of deductible 
insurance under which a substantial portion of the medical care of 
the insured, in excess of the deductible amount, is financed. Insur¬ 
ance against illness and accident is desirable and should appeal to 
certain segments of the college staff. 

Loss of income resulting from short-term disability or from total 
and permanent disability not covered by workmen’s compensation 
may be insured on a restricted basis. 

Accidental death and dismemberment insurance customarily is 
written in connection with group policies covering other hazards. 

Thus, there are many and varied types of desirable insurance bene¬ 
fits available to staff members. Few colleges can afford to set up a 
total welfare program for their staff members. Within the limits of 
its own budget each institution should determine which hazards need 
most to be covered and what plans will be welcomed most by the 
staff, and then allocate its available resources to the meeting of 
these requirements. 
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Investment Management 


T he objectives of investment management in educational insti¬ 
tutions are production and dependability of income and preserva¬ 
tion of capital. The individual requirements of a given institution 
or fund, the size of the fund, and the relative cost of administration 
are factors which determine the plan of organization and manage¬ 
ment in any given institution. 

ORGANIZATION 

It is of primary importance that responsibility for the investment 
of funds be defined clearly and that such responsibility be backed by 
the necessary authority. It is usual for the governing board to assign 
the investment of its funds, subject to a few broad limitations, such 
as maximum size of holdings and over-all diversification pattern, 
to a committee of its members. This committee, in turn, should 
look to one specific individual to initiate and execute investment 
action. This may be: (1) a full-time investment officer; (2) an 
individual member of the governing board; (3) a business officer hav¬ 
ing responsibilities in addition to that of investment management; or 
(4) professional investment counsel functioning through the chief 
business ofiicer, or reporting directly to the finance committee of the 
board. 

In general, an institution with a fund of less than five million 
dollars cannot afford the employment of a full-time investment 
officer, while one with a fund over ten million can. These suggested 
limits are based on the theory that not more than 10 percent of 
income should be expended for the management of funds in excess of 
one million dollars. Thus, in the management of a fund of less 
than five million dollars it is usually more economical to engage 
professional service from a trust company or an investment counsel 
than to employ a full-time officer and a minimum staff of assistants. 
However, the management of a fund of ten million dollars or more 
perhaps will cost less and achieve more satisfactory results if a 
full-time officer and the necessary staff and services are provided. 
The advisability of emplo 5 dng a full-time investment officer to 
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manage a portfolio of between five and ten million dollars should be 
determined on the basis of available personnel, including employees 
and members of the governing board. 

Until recently it was the practice of most governing boards to 
attempt to carry out personally the obligations of their trusts by 
refraining from delegating any trustee responsibilities, particularly 
as they affected investment and custody. In many instances, even 
today, the college treasurer is a member of the governing board, 
frequently a banker, investment banker, or corporation executive, 
who is experienced in investment matters. The institution relies on 
him for suggestions and entrusts him with custody, and since it pays 
nothing for his services and takes lavishly of his time, it develops 
with him a relationship of obligation and dependence to an extent not 
usual with other members of the governing board. It, therefore, 
generally does not question his viewpoint and it accepts gratefully, 
and usually with net profit, his help. A risk to be guarded against 
is lack of balance developing in a portfolio which is largely the re¬ 
sponsibility of one board member instead of that of a business 
officer reporting to a committee. It is likely to be more difficult for a 
committee to challenge the views of a fellow board member than 
of a paid officer and, even granted such a plan produces satisfactory 
results for a time, it is safer in the long run not to allow the routine 
to slip into an acceptance of domination by one person from which 
it may be difficult and embarrassing to rescue it as conditions change. 

In small portfolios a possible alternative for heavy dependence 
upon one board member may be the retention of a professional in¬ 
vestment counsel, a bank, or a trust company. This, of course, will 
require that such counsel be made acquainted with the objectives 
and policies of the governing board and with the restrictions im¬ 
posed by donors, which at times are not inconsiderable. Even with 
this outside professional advice, the board must remain responsible 
for policy and either act upon recommendations in advance of 
execution or confirm periodically actions taken in accordance with 
established policies. 

In some institutions the investment volume is too great and too 
complex to impose on a board member, and it is desirable to employ 
the necessary staff or service. This contemplates an office staffed 
with one or more security analysts and the necessary clerical, 
stenographic, and accounting assistance to keep accurate and orderly 
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information and records and to handle the routine necessary to keep 
the portfolio under constant review. The recommendations and re¬ 
ports of the investment officer usually are submitted to a committee 
of the governing board, which, without the dedication of much time, 
can provide a restraining or an encouraging influence in the direction 
of accomplishing the desired results. 

A full-time investment officer will require a small staff to develop 
and prepare reports based on studies and information which he 
obtains from numerous available sources. The studies of one or 
more competent statistical staffs maintained by large banks and 
brokerage houses usually are available to colleges for reasonable fees 
or in exchange for desposits or brokerage commissions. Having de¬ 
termined to his own satisfaction that the sources selected meet his 
requirements for analyses as well as could a staff of his own—that, in 
fact, he would be willing to hire the same men if he were enlarging 
his staff, and would rely on their judgment—an investment officer 
is able to obtain reports of studies at a fraction of the cost of indi¬ 
vidual research, and he can then devote his attention and the efforts 
of his staff to relating this material to the particular needs of the 
institution’s portfolio. 

Of considerable merit for many purposes is specialized, as op¬ 
posed to comprehensive, counsel. The studies and conclusions of 
experts on individual industries such as rails, utilities, and insurance 
are frequently of great value. Economic counsel, in addition to in¬ 
vestment counsel, may be helpful in determining policy. 

If the size of a fund does not permit a full-time investment officer, 
some one individual must take primary responsibility for supervision 
of investments and initiation of policy consideration as well as of 
specific action. As above indicated, this may be a member of the 
governing board, a business officer having other responsibilities, or it 
may be investment counsel or a trust company. In any event, be¬ 
cause of the complexity of the economy, regular consultation with 
one or more professional investment organizations is recommended. 
Investment counsel may be paid or voluntary, and either compre¬ 
hensive or specialized. The former, covering all phases of the invest¬ 
ment field, may be controlling or advisory. It is not usual for a 
governing board to place complete control of its portfolio in the 
hands of an outside agency, but occasionally a trust is established 
with a bank, or counsel is given full discretionary authority. 
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It cannot be emphasized too strongly that the cost of investment 
management, whether direct or through counsel, can be measured 
only in combination with investment results. Free advice can be 
enormously costly especially to capital preservation. Careful distinc¬ 
tion must be made between advice relating to a purchase or sale 
where a profit or commission accrues to the adviser, and a continuing 
relationship of soundly based counsel depending upon an adequate 
and independent organization. Gratuitous or partially gratuitous 
investment service should be accepted only on the basis of profes¬ 
sional competence. 

The governing board should formulate and adopt a statement of 
investment objectives and a plan whereby these objectives can be 
achieved. The difference of views on objectives is largely that of 
present income versus future income since all investors strive for 
maximum of safety, income, and profit. Because safety, high income, 
and profit are not demonstrably available in the same media, 
determination of objectives involves the placing of emphasis. A 
conservative policy would place safety of principal first. Even 
this requires differentiation between dollars and purchasing power, 
and it certainly is no longer considered conservative to ignore the 
changing value of the dollar. 

At the other extreme, a liberal policy would place a combination 
of relatively high present income and the possibility of capital ap¬ 
preciation ahead of straight capital protection. Practicality usually 
warrants a compromise between the two extremes, resulting in a 
plan designed to take less risk than can result in disaster, but enough 
to bolster current income and justify hope of keeping abreast of the 
inflationary tendency. 

RESTRiaiONS ON INVESTMENT 

Legal restrictions applying to the investment of trusts or freedom 
from such restrictions are controllmg factors on investment manage¬ 
ment. In the case of some state universities, the law definitely 
assigns the investment duty to a state officer or state board on which 
the university may or may not be represented. Unless the donor by 
deed, trust documents, or will specifically directs the college to 
assume the management and gives it wider discretion than pro¬ 
vided by statute, the function of the college may be only to trans¬ 
fer the gift to the appropriate state agency and accept the income 
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produced. Likewise, statutes covering investments for trusts, even 
when managed by the college, may limit the investment to a narrow 
field. However, in many states the field is broad either because of 
specific inclusion of authority to invest in stocks and real property 
or because of recognition of the “Prudent Man” investment doctrine. 

The governing board and all persons concerned directly with the 
investment policies of the institution must have a comprehensive 
understanding of the laws governing the investment of trust funds. 
In the absence of specific statutes, the general laws regarding 
charitable trusts usually apply. The college endowment is in the 
nature of a trust in which the college is at one and the same time 
the trustee and the beneficiary. The legal restrictions may be differ¬ 
ent when a life tenant has been named than when the college is 
the sole beneficiary. 

There should be available at all times a digest or copy of the 
original document, such as a letter of gift, decree of distribution, 
trust agreement, or other paper setting forth the directions of the 
donor and the restrictions or the liberalities as to investment. These 
documents will be referred to frequently to settle questions as to 
observance of the terms of gift and to convey to successive ad¬ 
ministrators the wishes of a donor. If a gift is received informally, it 
would be wise for the officer receiving it to reduce the understanding 
to writing and then to obtain confirmation, if possible. Since the 
original documents are valuable and usually irreplaceable, it is well 
to summarize them in a convenient manner and to furnish copies 
to all concerned as a working record. 

DIVERSIFICATION 

Diversification of investments is essential for protection against 
the hazards of: (1) unforeseeable trends in the economy; (2) un¬ 
wise selection or retention of industries or companies; and (3) 
participation in enterprises involving greater risk but also potentially 
greater income. 

The first and most important factor of diversification involves a 
decision on the degree and kind of risk which the institution is will¬ 
ing or permitted legally to accept. This usually involves a choice 
between fixed-return and variable-return investments. Fixed-return 
investments include bonds, preferred stocks, mortgages, and real 
estate under long-term lease (twenty-five to ninety-nine years), 
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net leases, or net leases providing for full amortization of capital, all 
of a quality justifying the term “fixed return.” Variable-return in¬ 
vestments—usually referred to as “equities”—^include common 
stocks, real estate under short-term leases, and operations of busi¬ 
ness enterprises. 

Usually equities produce more income, and involve greater poten¬ 
tial gain or loss, than do fixed-return investments. There has been a 
tendency in recent years to increase the proportion of equities in 
college investment portfolios. To achieve the purposes of diversifi¬ 
cation, the investment plan should permit the ratios of equities and 
fixed-return investments to vary substantially in accordance with 
the economic outlook. The major difficulty is the danger of mis¬ 
reading the trend. Many institutions are, therefore, placing increas¬ 
ing reliance on fixing a normal or median ratio and depending upon 
a predetermined control plan or formula, for guiding variations be¬ 
tween set limits. Formula control plans are discussed later in this 
chapter. 

Diversification also involves distribution of investments among 
various types of business enterprises such as utilities, transportation, 
and industrials. Industrials are subdivided in such main groups as 
oils, motors, rubber, mercantile, food, and others. 

Attention should be given also to sound geographical diversifica¬ 
tion and to the avoidance of evident geographical risks. Heavy con¬ 
centration in a single city, state, or area, of real estate, mortgage, 
utility, or industrial holdings should be avoided, and this is espe¬ 
cially important if the area involved is contiguous to, and perhaps 
dependent upon, the college. Unforeseeable future changes which 
might affect one area should not be allowed to endanger any sub¬ 
stantial portion of the investment portfolio. In the nature of pe¬ 
culiar geographical risks there should be considered also natural 
hazards, military vulnerability, tax laws, and corporation and realty 
laws in the various states. 

Diversification should take into consideration also maturity dates 
to ensure that too large a proportion of the fund will not require 
reinvestment at any given point in the economic cycle. 

In the selection of individual securities, diversification is not a 
substitute for informed consideration, nor does it alleviate the re¬ 
sponsibility for constant review and revision of the portfolio. It 
frequently is apparent that many investors who exercise great cau- 
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tion in bu)ang securities, have a perverse reluctance to sell; that 
frequently a security, coming as a gift, which under no circum¬ 
stances would be purchased at the prevailing price level, is never¬ 
theless retained. This is not to imply that every security which 
would not be purchased at a given time should be sold immediately. 
There should be a reasonable area of inertia to avoid a policy of 
continual switching. However, constantly changing economic, 
managerial, and other conditions may affect individual securities 
sufficiently to warrant their sale under current market price 
relationships. 

To permit adequate supervision of every item in the portfolio, 
it is important that the number of items be kept in control. The 
investment, particularly if in stocks, should be large enough to com¬ 
mand continuous attention. A stock investment of a relatively small 
amount may be passed over as a matter of little consequence and 
given relatively no thought between periodic reviews of the entire 
portfolio, whereas a substantial investment will both warrant and 
compel attention. Regardless of the size of the account, the number 
of issues held should be no fewer than will permit participation in 
the several major areas of investment, with some diversity of indus¬ 
try, and no greater than will permit continuous consideration of every 
issue involved. For example, the holdings in a fund of $1,000,000 
probably should be not less than $25,000 and not more than $50,000, 
thus representing twenty to forty separate issues; in a fund of 
$5,000,000, blocks may range from $50,000 to $100,000, whereas in 
funds exceeding $5,000,000, the holdings may be porportionately 
larger. In general, a well-managed portfolio should have not more 
than one hundred separate issues of bonds or common stocks, and 
not less than twenty or thirty. 

As there are limits to effective diversification, so too, there should 
be limits to the rigidity of an investment plan. On the one hand, 
there is need for careful definition of policy which will permit a 
predetermined investment plan to be followed and avoid the un¬ 
balance resulting from emotional appraisal of the current eco¬ 
nomic situation. On the other hand, a plan of investment should not 
be so rigid as to exclude either a change of investment concept or 
the use of new types of investments as development of financial 
practice makes them available and desirable. 

While group consideration as provided by a committee confers the 



Investment Management 


111 


benefits of multiple judgment, differences of opinion within a group 
may delay action until the desirability of such action is so clear as 
to have been discounted by the market. It is therefore desirable, 
where group action is involved, to lay out a plan of investment in 
advance, and to operate within that plan unless affirmative action 
is taken to modify the plan. Thus, if a top limit of 40 percent is 
placed on common stock investment, any increase over that propor¬ 
tion, either by gift or market appreciation, would be adjusted by 
sales unless and until the limit is changed. This method overcomes 
the limiting factor of inertia whereby a committee may hesitate to 
sell in a good market, but would, when unaffected by current market 
psychology or individual prejudice, agree that such a course is 
desirable. 

Control plans 

Control or formula plans designed to integrate the investment 
objectives with the expected swings of the economy have received 
attention as providing a desirable method of preserving an invest¬ 
ment plan. 

The purpose of a control plan is to permit the ownership of com¬ 
mon stocks during a portion of the business cycle without suffering 
all of the shrinkage that the exaggerated market swings entail. This 
plan involves the sale of common stocks at high market levels, and 
the purchase thereof at lower levels, with a predetermined criterion 
for deciding what is high and what is low. Such criterion might be 
based on one of the established market averages or might be devel¬ 
oped upon the ratios in the account itself. Thus, a control plan may 
provide for a constant ratio between fixed income and equity holdings, 
building up or decreasing the proportion of equities as market 
fluctuations change the percentages from those determined upon, 
or for one which varies as the market moves upward or downward 
from a selected norm. The objective of a control plan is to sell 
equities at high market levels, investing the proceeds temporarily in 
less fluctuating media, and later to reinvest at lower levels. A con¬ 
trol plan provides automatic motivation for sales at relatively high 
levels and for purchases at low, or at least lower, levels. There is 
room for wide variation in philosophy in constructing such a formula 
plan; those interested are referred to the Bibliography in this 
volume, pages 214-15. 
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It has been found by some investors that, either within or with¬ 
out a portfolio control plan, a control device applied to individual 
stocks is beneficial. This would provide that when sales are to be 
made, the issues which have increased most in price be reduced to, 
but not below, the normal size holding at market, and that when 
purchases are made, the holdings which have declined from normal, 
be increased to normal at market. It is understood that all indi¬ 
vidual items on the list should be of satisfactory investment quality, 
based on regular standards and constant supervision, so that issues 
increased at relatively low levels are not low by virtue of having lost 
investment merit, but are acceptable holdings which, due to tempo¬ 
rary conditions, are in market disfavor. 

Because of the reluctance of most committees, as well as many 
individuals, ever to take profits or to buy in an atmosphere of gloom, 
pre-established control plans merit careful consideration. 

MARKETABILITY 

Sound investment management demands portfolio changes from 
time to time to improve quality, productivity, outlook, or balance. 
It should not be overlooked, therefore, that there is variation in 
marketability from the one extreme of being able almost instantly to 
sell for cash in quantities running into the millions certain issues of 
Treasury bonds, to the other of having to find a buyer and negotiate 
price and other terms on various special issues such as individual 
mortgages or term loans. The need for marketability, whether to 
permit disposing of an unwanted issue, to change the diversification 
in an account, or to provide cash for unusually attractive offerings, 
should be weighed as a characteristic of each holding. The amount 
and type of holdings on which ready marketability may be waived 
in order to improve income should be determined. 

CLASSES OF SECURITIES 

Bonds 

Investments in bonds should be made in accordance with a fairly 
even maturity schedule. This practice makes it possible to take ad¬ 
vantage of successive investment opportunities and to avoid the 
difficulties of large reinvestment at one, and perhaps an unfavora¬ 
ble, time. 

Bonds may be classified also on the basis of quality, it being 
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recognized that a minimum proportion of top-quality bonds may 
provide assurance for exceptionally stringent economic conditions, 
while the large area of quality defined as “high grade” will provide 
higher yield and safety in all but extraordinary conditions. Bonds 
which do not provide reasonable assurance of payment under all but 
exceptional circumstances should not be classified as fixed-return 
securities, and should not be held unless they meet existing invest¬ 
ment requirements better than do common stocks or other equities. 

A further classification of bonds may be made according to type, 
such as railroad, public utility, industrial, finance, XJ.S. Government, 
state and municipal, and foreign. 

Because of the relatively large capital investment required, rail¬ 
roads and utilities do a substantial part of their financing with long¬ 
term bonds; this practice provides a large and varied supply of 
issues from which to choose. Industrial obligations usually are issued 
for shorter terms and are secured by more liquid assets. Loans to 
finance companies, chiefly to carry consumer credit, are also of 
relatively short term and are supported by receivables which are 
expected to be self-liquidating. 

Bonds issued by states, counties, cities, and other governmental 
subdivisions customarily are exempt from federal taxes on income. 
Because of steeply graduated tax rates on personal incomes, as well 
as high corporate rates, the demand for tax-exempt bonds of high 
quality reduces their yield appreciably and renders them unattrac¬ 
tive to tax-exempt institutions. 

Revenue bonds, while they can be issued by corporations, are 
issued more frequently by tax-exempt agencies such as bridge 
authorities or municipal districts. They are at times used by publicly 
controlled colleges and universities to finance dormitories, dining 
halls, athletic and other facilities. The fact that there is no unquali¬ 
fied promise to pay either interest or principal should alert the in¬ 
vestment officer as to their inclusion in the portfolio. While the lack 
of a fixed commitment raises the interest pa3nnent above the return 
on the usual municipal bonds, they still do not provide a return to 
a university fund, which itself is tax exempt, comparable to that pro¬ 
vided by other media. 

Except for obligations of the Federal Government, which assure 
dollar payment in accordance with specified terms, high quality does 
not attach alone to any particular industry or group of industries. 
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While a given set of economic circumstances may favorably or ad¬ 
versely affect one group and not others, there is still wide latitude 
for quality differentiation within groups. For example, a municipal 
bond cannot be presumed, of and by itself, to be better than a rail¬ 
road bond, or an industrial bond to represent a greater hazard than 
a utility bond. If an institution is so limited by state statute that the 
endowment funds must be invested chiefly in U.S. Government, 
state, or municipal bonds, or if the attitude of the governing board is 
very conservative and requires this class of investments, the manage¬ 
ment duties in this respect are reduced correspondingly, and so, 
probably, is the income produced. 

If a wide diversification of bond investment is permitted, and there 
is an effort to produce a maximum income, extensive statistical in¬ 
formation should be obtained and used, for constant improvement 
of the account. The bond portfolio should not be allowed to become 
static; sales as well as purchases should be made. 

Mortgages 

Prior to the middle thirties, real estate mortgages, urban and farm, 
were regarded in many parts of the country as sound means of ob¬ 
taining a higher return and at the same time retaining shorter ma¬ 
turities 1 -han usually were available by investments in bonds. 
Unless a fixed schedule of principal repayments was required, how¬ 
ever, the short maturity benefit was largely a fiction inasmuch as it 
was the prevailing custom to renew mortgages at maturity if the 
physical characteristics of the security had not deteriorated ma¬ 
terially, and if the terms of payments had been met promptly. When 
the economy began to decline in 1930, the abrupt shrinkage of in¬ 
come available to borrowers, coupled with lack of marketability, 
and, in some cases, lack of enforcement machinery, caused many 
mortgage holders to accept substantial discounts or to delay fore¬ 
closures, thereby taking extensive losses of both principal and in¬ 
come. In recent years, governmental agencies, life insurance com¬ 
panies, and savings and loan associations largely have preempted the 
private, small mortgage investment field. At the same time, the 
financing of large, multiple-dwelling units and of commercial and 
industrial properties, formerly accomplished by the issuance of 
bonds, has been assumed on a mortgage basis by institutional in¬ 
vestors such as colleges, insurance companies, and pension funds. It 
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is customary to make such mortgages payable over a period of 
from ten to twenty-five years, with level monthly or quarterly pay¬ 
ments covering both interest and principal, and with complete 
amortization by maturity, or with a maturity balance small enough 
to assure refinancing. The rate of interest on this class of mortgages 
fluctuates with money rates, but is usually as high as, or higher 
than, the rate on high-grade, long-term bonds. 

Preferred stocks 

Preferred stocks are included among institutional investments for 
the production of higher income than can be obtained from high- 
grade bonds, and for more stable income than is assured from com¬ 
mon stocks. The possibility of realizing capital gains on preferred 
stocks is limited to buying when the spread between the 3 delds on 
high-grade bonds and on preferred stocks is large, and selling when 
the spread is small. 

Since the holder of a preferred stock has no enforceable claim to 
income payments other than priority over common stock dividends 
and, except on sinking fund issues, no claim whatever to repayment 
of capital, the quality of the individual preferred stock is of even 
greater significance than is the case with bonds. In an institutional 
portfolio, therefore, great care should be taken to select preferred 
stocks which are well protected against declining earnings, and in 
companies whose capital structure gives their preferred stock a 
relatively senior claim to such earnings as there are. This involves 
strict limitation on present and potential debt, and on fixed operating 
costs, such as rentals and contract obligations for materials and 
services. The quality of a preferred stock is improved appreciably 
by inclusion in its terms of a fixed sinking fund which will retire the 
stock in from twenty to thirty years. 

Preferred stocks which are convertible into common stocks are 
at times available at a moderate premium over the price of the re¬ 
lated common stock. If wisely selected, such convertible issues may 
represent an excellent investment, having seniority over the com¬ 
mon stock in case of adverse development, but retaining the right of 
conversion to common stock in the event of favorable developments. 
They should be recognized for what they are however, an inter¬ 
mediate or hybrid issue, a portion of whose value will respond to 
adverse conditions almost as readily as will a common stock. More- 
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over, convertible preferred stocks should be regarded by the pur¬ 
chaser as a relatively temporary medium of investment, because 
they are designed to supply equity capital for the issuer at less cost 
or penalty than would be required for straight common stock financ¬ 
ing at the time of issuance. They, therefore, carry call provisions 
permitting the forcing of conversion at a time which suits the re¬ 
quirements of the issuer and not necessarily those of the purchaser. 
There is a period between the call notice and its effective date when 
a decision must be made as to the acceptability of the new common 
at the market price of the preferred or a sale of the preferred at its 
premium value. Particular care should be taken not to drift into the 
acquisition of common stocks at a time when they would not other¬ 
wise be held, or increased, merely to escape the necessity of rein¬ 
vesting the proceeds of a called convertible issue, or to convert for 
the sake of getting a high dividend which may be temporary. 
Usually a convertible preferred stock should be classed, for diversifi¬ 
cation purposes, as a common stock, and should be purchased only 
when it has the advantages of both common and preferred stocks. 

The foregoing comments on convertible preferred stocks apply 
generally also to convertible debenture bonds. 

Common stocks 

Common stocks of consumer goods industries usually produce a 
lower and more stable return, while common stocks of capital goods 
or heavy industries are subject to a wider range of income and fre¬ 
quently to wider price fluctuations. Continual consideration of the 
outlook for each industry, giving weight to political as well as to 
economic factors, is essential. However, it is unwise to attribute in¬ 
vestment quality to the stock issues of all companies in any in¬ 
dustrial group. Competent investment management will involve a 
comprehensive analysis of the individual companies. 

It may be advisable to include in a well-diversified portfolio the 
common stocks of companies which present unusual prospects of 
expansion, sometimes referred to as growth stocks. This classifica¬ 
tion of stocks is intended to include industries which for some years 
ahead are expected to command an increasing share of the national 
income whether or not the national income itself is increasing. It is 
difficult to judge companies in growth industries on their records, 
because their merit is the expectation that they will surpass such 
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records. The market frequently anticipates expansion of earnings 
well in advance, and it is usual for growth stocks to produce a 
relatively low return on their market value. Even with low yields 
at the time of purchase, it may be desirable to include some carefully 
selected growth stocks in the portfolio, for the purpose of building 
capital and increasing income. 

There has always been a wide element of risk, for profit as well 
as loss, in new companies or those new to public ownership which are 
considered for their growth potentialities. Increase in total volume 
of business activity and the extensive development of new products 
and processes have combined with high personal tax rates to make 
available for public ownership the stocks of many small and rela¬ 
tively unknown enterprises. Here, if an 3 rwhere, lies the possibility 
of high and increasing income or of heavy capital loss. 

With adequate means of evaluating possibilities and of apprais¬ 
ing management, a limited investment in stocks of this character may 
prove satisfactory for endowment funds sufficiently large to justify 
the risk involved. The quality of the management in expanding 
enterprises is an important consideration. Incompetent management, 
even for a short period, may result in wiping out or seriously reduc¬ 
ing equity values. While evidence of previously effective manage¬ 
ment of a large publicly owned company may be accepted as a guide 
to the probability of continuing good management, it cannot be 
taken for granted. It should be noted that one of the reasons for the 
stock of a small company becoming available for ownership by the 
public is an impending change in the activity of the previous success¬ 
ful management due to death or retirement. The management hazard 
in a small immature company, or one recently made available for 
ownership by the public, should be given constant attention. 

There is a tendency among stockholders, including institutional 
investors, to ignore proxies. Without the execution of proxies cover¬ 
ing over one-half and in some cases two-thirds of the stock, a com¬ 
pany cannot conduct its normal business. Having invested in a 
company, the institution should assist the management by the 
exercise of proxies unless it disapproves of the policies and actions 
of the directors. If so, it should express itself directly or, if neces¬ 
sary, join with others in such expression. If satisfactory policies and 
practices are not brought about, and confidence in the management 
has been lost, the stock should be sold. Failure to execute proxies. 
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without reason, generally hampers the company and does not in 
any way protect the institution in its investment. 

Investment trusts 

The purchase of investment company or mutual trust shares may 
present some advantages, including diversification. Such investments 
in a limited amoimt may be advisable, but this type of investment, 
if chiefly relied upon, represents an undue delegation of responsi¬ 
bility by the governing board, and may not meet adequately the 
requirements of trusteeship. Institutional investment officers should 
consult legal counsel on this point. 

In analyzing the return on investment company or mutual trust 
shares, as well as in accounting for dividends after purchase, cau¬ 
tion should be used in distinguishing between income and capital 
distribution. Since capital gains frequently are distributed with 
income, it is important to observe established principles in account¬ 
ing for dividends. The purchaser of this type of investment should 
understand that the cost of management of investment companies 
and mutual trusts, which may range from 10 percent to 20 percent 
of gross income, will reduce net income proportionately. Thus, a 
gross income of 4 percent will permit distribution to the share¬ 
holders of approximately 3.6 percent. In general this analysis may 
serve as a basis for comparison with the cost of investment counsel. 

OPERATION OF A BUSINESS 

A college may be faced with the necessity of determining the de¬ 
sirability of acquiring or retaining control of a business, either 
through complete ownership or through ownership of enough stock 
to give effective voting control. Such ownership may be acquired 
through purchase at a demonstrably attractive price or through gift 
or bequest. Few coUege investment officers are equipped or have 
the time to assume the active management of a business operation 
or to supervise such management. The time of both business officers 
and members of the governing board consumed in meeting the prob¬ 
lems of an operating business, even after competent management 
has been installed, cannot be determined in advance, but the cost 
well may be out of proportion to the benefit derived even from a 
successful enterprise. 

In general it is believed that stock investment in any company 
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should not be of an amount sufficient to entail management re¬ 
sponsibility, and that, except for special purposes outside the in¬ 
vestment interest, a college should not have direct representation 
on the board of directors of such a company. As to direct ownership 
of a business, the same management objections apply, and in addi¬ 
tion there is a compelling deterrent in the present income tax law. 
Investment officers would be well advised to consult competent tax 
authorities before acquiring institutional ownership of any business 
for investment purposes. 

REAL ESTATE FOR ENDOWMENT INVESTMENT 

The ownership of real property for investment purposes may be 
justified on two grounds: it may afford protection against declining 
purchasing power, and it may produce higher income. 

Until approximately 1930, real estate was a prevalent form of 
investment for endowment funds. Substantial improvements were 
erected on investment properties owned by educational institutions, 
some by the institutions themselves, and others by lessees who took 
long-term leases on the ground alone and contracted to pay a fixed 
rental, net of all operating costs, including taxes. The decade of the 
thirties was a rigorous one for operators of real estate, and it was 
then that a significant distinction between real estate and securities, 
as investment media, was disclosed; namely, that while the income 
on securities could decline to the vanishing point, operated real 
estate actually could produce deficits which became either a charge 
on other institutional income or an encumbrance on the capital in¬ 
vested in the property. In many cases, inadequate or no provision 
had been made for depreciation and obsolescence of buildings, witli 
the result that such buildings became liabilities rather than assets. 
In recent years, real estate holdings have been reduced sharply by 
some institutions. 

The operation of real estate is the management of a specialized 
type of business and requires special talent and attention. Manage¬ 
ment costs of this nature, incurred in the business office of an edu¬ 
cational institution, frequently have not been recognized nor charged 
against the income of the property, and income has thus been over¬ 
stated. Secured fees, land leased for long terms at fixed rentals 
when supported by well-drawn net leases, secured by substantial 
and productive buildings, have proven to be a dependable source 
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of income. Under the laws of most states, the building is security for 
the lease, and title reverts to the owner of the land upon expiration 
of the lease, whether such expiration is by passage of time or by 
default. Because of its size and special character, such real estate 
should be considered as relatively unmarketable. 

INVESTMENT IN INSTITUTIONAL PROPERTY 

In relation to its endowment funds, an educational institution is in 
effect a trustee, and its investment manager is in effect a trust officer. 
Management of such funds should be in accord with properly recog¬ 
nized trust practices. Only by such action can the institution expect 
to re tain the confidence of donors and attract continued benefactions. 

A practice in some institutions which does not meet generally ac¬ 
cepted trust requirements is the investment of entrusted funds in 
the institution’s own enterprises. Such funds should not be used 
under any circumstances for nonrevenue-producing properties. Oc¬ 
casionally the demand for revenue-producing buildings has induced 
the governing board to sanction loans or advances from endowment 
funds with the declaration that these advances are to be repaid over 
a specified time. Should the property not meet the interest and 
principal payments, the institution is compelled to waive the inter¬ 
est or charge it to the general operating budget, which budget may 
not then be in a position to carry this extra burden. The property 
usually cannot be sold at a time when the institution cannot make 
it productive. Thus, there is little or no chance of a sale, and the 
sale, if possible, might result in outside ownership of a portion of the 
campus area. The investment of endowment funds in institutional 
properties may be illegal in some states and generally is regarded as 
a questionable practice. This, of course, does not apply to unre¬ 
stricted funds functioning as endowment. The reader is referred to 
the opinion of the General Education Board on the investment of 
endowment funds which appears on page 152 in Volume I, and as 
Appendix B of this volume. Each institution should consult with its 
own legal counsel with respect to this problem. 

OTHER MEDIA 

Because of the lack of availability of an adequate supply of con¬ 
ventional investment media, educational institutions, together with 
banks, insurance companies, and other reservoirs of capital supply. 
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have embraced certain other media which have been developed. Of 
these, one of the earliest and most prevalent was the term loan, which, 
during a period of high activity, provided capital scheduled for early 
repajment out of earnings. Such capital was in demand by utilities 
whose financial structures required readjustment after the First 
World War, and by industrial companies whose permanent growth 
was not sufficiently assured to justify additional fixed senior capital, 
but whose equity structures could support intermediate debt, repay¬ 
able serially. Such term loans, if selected on the basis of conventional 
standards of quality, have proved a satisfactory form of institutional 
investment. 

Another development, motivated by the desire of a corporation in 
need of capital to preserve its apparent borrowing capacity, has 
been the sale and re-leasing of plant and equipment. To the pur¬ 
chaser, such a lease arrangement represents a 100 percent mortgage 
repayable serially and secured by the high credit of the lessee, 
rather than by the value of the real estate. Amortization of the asset, 
including land if its future value without the lease is questionable, 
over the period of the lease is desirable, and the rental rate should 
be established to provide for such amortization. 

The discovery and development of new oil and gas fields have 
introduced to college investment portfolios additional forms of 
investment demand, such as oil or gas payments, royalties, leases, 
and working interests. If supported adequately on the basis of de¬ 
pendable appraisals, such media may produce above-average yield 
with satisfactory investment quality. It should be emphasized, how¬ 
ever, that this is an extremely specialized field and that every offer¬ 
ing requires thorough scrutiny. 

TEMPORARY INVESTMENTS 

Endowment funds balances awaiting investment, and any accumu¬ 
lation of current, plant, or other funds, need not remain idle and 
unproductive. Since safety and liquidity are the primary considera¬ 
tions governing the investment of funds of this character, there 
should be no compromise in quality of security, including assurance 
of prompt repayment. For this purpose, U.S. Treasury bills, certi¬ 
ficates of indebtedness, and short-term notes provide the most 
readily available form of investment. Additional possibilities include 
bonds of highest quality which are approaching maturity, called 
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bonds and preferred stocks where notice of call has been formally 
issued and payment at a set date has become an obligation of the 
issuer, commercial paper of high credit names, and discount notes 
of high credit finance companies. Even at the low interest rates paid 
on this type of investment, the additional income which can be 
realized with little or no risk usually is found to be well worth the 
effort of making the investment. 

POOLED INVESTMENTS 

To permit broader diversification, with its attendant protection of 
principal and stability of income, and for economy in operation and 
accounting, it is considered desirable that all endowment funds of a 
given institution, to the extent practicable, be invested in a single 
investment pool. The provisions of some deeds of gift prohibit the 
participation of the related funds in an investment pool. Legal con¬ 
struction of complex language is sometimes necessary, but as a 
rule the requirement that a fund “be held separate” is not construed 
as requiring separate investment, the intention being that the fund 
principal rather than the assets in which it is invested be separately 
identified. If, on the other hand, the language is to the effect that 
the fund be “invested separately” or “with assets not commingled,” 
the intent to prevent investing in a pool is clear and should be re¬ 
spected. Funds may be prohibited also from participation in an in¬ 
vestment pool because of the investment restrictions specified in the 
deeds of gift. Restrictions may be those which require the retention 
of or investment in one or more specific securities or classes of 
securities. The requirement that a fund be held in “income-produc¬ 
ing investments” has not been held to prohibit its investment in a 
diversified pool, whereas limiting terms such as “interest-bearing 
securities” would seem to exclude such a fund from a pool holding 
stocks. Where it is possible to guide a donor in drafting a gift docu¬ 
ment, the benefits to the fund and the college of merging investments 
should be explained and consent to merge obtained specifically if 
possible. 

From the point of view of the management of the pool it appears 
proper and necessary to exclude investments which are not regarded 
as suitable for the pool, either because of character or size. It is en¬ 
tirely appropriate, however, for a fund to participate in an investment 
pool at the same time that a portion of its investments is held outside 
of the investment pool. 
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Investment pools may be maintained on either the market-value 
basis or the book-value basis. The market-value basis presupposes 
the establishment of a new investment pool each time a fund is ad¬ 
mitted to the pool or each time a withdrawal from the pool is made. 
It involves a valuation at market value, not only of the securities to 
be added to the pool, but also of all securities held as investments 
of the pool. Thus, unrealized gains and losses on securities held as 
investments of the pool are included in the formula for distribution 
of income. This method is appropriate particularly in those cases 
where expendable funds are included in the investment pool. In the 
case of a pool maintained on the book-value basis, income is allo¬ 
cated to the participating funds on the basis of the balance in the 
respective principal accounts. This basis is the one used most widely; 
however, interest in the use of the market-value basis is increasing. 

While both the market-value basis and the book-value basis may 
be regarded as acceptable bases for operating an endowment funds 
investment pool, to the extent that the pool is invested in common 
stocks or other equities rather than bonds or other fixed-dollar obli¬ 
gations, the market-value basis tends to give effect to the changes 
in the purchasing value of the dollar, a feature which is not inherent 
in the book-value method. The market-value basis, therefore, will 
receive greater consideration in times when the purchasing value of 
the dollar is changing rapidly and less in times when the purchasing 
value of the dollar is relatively stable. To the extent that the income 
on endowment funds is unrestricted or is restricted for purposes 
which are supported only in part by income from endowment funds, 
it is relatively immaterial which of the two methods is used. 

Whether a pool is maintained on the market-value basis or the 
book-value basis, the carrying value of the investments held as assets 
of the pool in the books of account should be cost (cost, by defini¬ 
tion, means market value as of the date of acquisition). Hence, un¬ 
realized profits and losses would not be recognized in the accounts 
under either method, although under the market-value method they 
would be used for the purpose of computing the participation ratios, 
units, or shares, of the participating funds. These participation ratios 
would constitute memorandum records of the institution for the pur¬ 
pose of allocating income and would not become a part of the annual 
published report. 

Also under either method a reserve for realized gains and losses 
on investments may be established as a principal account so that, 
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among other things, the book value of the participating funds will 
remain constant while they are invested in the pool. 

Occasionally an institution which maintains an investment pool on 
the book-value basis receives a substantial gift which represents a 
large addition to the investment pool at a time when the market 
value of the securities held as investments of the pool is considerably 
in excess of the related book value. Under such circumstances at¬ 
tention should be given to the relative merits of the following pos¬ 
sibilities: (1) continuing the pool on the book-value basis; (2) estab¬ 
lishing a new book-value pool using the current market values as a 
basis; (3) changing from a book-value pool to a market-value pool; 
and (4) maintaining the basic principles of a book-value pool for 
normal operations but recognizing market value under special 
circumstances. 

The advocates of the market-value basis claim a greater exactitude 
for this method; this theoretical exactitude seldom is attained with 
respect to the related expenditures charged against endowment funds 
income. 

It is the responsibility of the governing board to see that the 
general plan for the distribution of pooled endowment income is 
equitable, that is, that every fund participating in the pool receives 
its fair share of the income. 

In addition to an endowment funds investment pool, it may be de¬ 
sirable to establish other investment pools covering groups of funds 
having similar investment objectives, such as plant funds, annuity 
funds, living trust funds, and, possibly, current or temporary funds. 

The accounting for investment pools is discussed further in 
Volume I and in current literature cited in the Bibliography of the 
present volume (pages 214-15). 

RESERVES—PRINCIPAL AND INCOME 

The concept of permanence which is implicit in the nature of an 
endowment fund should be maintained by the setting up of such 
reserves as are adequate and reasonable for the purposes undertaken. 
For the protection of principal these would include, in addition to the 
reserve for gains and losses on investments, reserves for depreciation 
and depletion, where applicable. If desired, the accounting practice 
of crediting the amortization for depletion or depreciation direct to 
the related asset accounts may be followed, although this practice is 
less common than the use of reserve accounts. 
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As to income, one view is that all available income should be ex¬ 
pended currently; with some institutions this is a practical necessity. 
However, if an institution is able financially to establish an income 
reserve, it is highly desirable to do so from the point of view of good 
budget administration and sound investment management. A re¬ 
serve for the stabilization of endowment income, if properly admin¬ 
istered, tends to minimize the effect of wide fluctuations of investment 
income yields upon the day-to-day operation of the institution. 

In instances where a reserve for stabilization of income has been 
established, the question arises sometimes as to the point at which 
such a reserve might be regarded as excessive. It is regarded gen¬ 
erally that a reserve which does not exceed one year’s investment 
income is reasonable. In support of this view is the theory that an 
institution, particularly where restricted income is involved, should 
not be required to finance functions with its working capital prior 
to the receipt of the related income. 

There are a number of accepted formulas for income reserves, 
probably the most frequently used being that of establishing a basic 
distribution rate somewhat under the average income rate which 
an investment pool is expected to earn. The distribution rate usually 
is determined prior to the inception of the fiscal year in connection 
with the preparation of the budget. 

Thus, if income has averaged 4.25 percent for several years and is 
estimated to be 4.40 percent for the succeeding year, it may be agreed 
that all income in excess of 4 percent will be set aside in an income 
reserve for use in such future years as income falls below, say, 3.75 
percent, in which case the reserve will be called upon for the purpose 
of restoring income to the 3.75 percent level. As the reserve builds 
up or is depleted, these arbitrary distribution rates may be raised or 
lowered, the objective being to establish reasonable assurance that 
the endowment rate can be maintained fairly close to the established 
average. Supplementary provisions for increasing the distribution 
rate after the reserve fund reaches a certain amount, say one full 
year’s income, or decreasing the distribution rate in deficit years if 
the deficit gives promise of being more extreme or continuing longer 
than was anticipated originally, may well be incorporated in such a 
plan to fit the requirements of the institution involved. 

The undistributed balance in the income stabilization reserve of 
pooled endowment funds may be viewed as belonging to all of the 
endowment funds participating in the pool as a group. No specific 
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endowment fund should be regarded as having a proprietary right to 
any portion of the balance until such time as the governing board 
authorizes a distribution therefrom. 

On the premise that the concept of endowment involves continu¬ 
ance in perpetuity and that the purpose of endowment is the produc¬ 
tion of income for a specified purpose or for the general purposes of 
the institution, it follows that some degree of regularity of income is 
essential. In fulfilling his responsibility of preserving capital and 
producing income, the investment manager has the alternative of ex¬ 
treme conservatism providing a large degree of capital protection 
and relatively lower income, and reasonable liberality of policy 
with a view to producing higher income which by its very nature, 
however, will be less assured and less regular. A responsible invest¬ 
ment manager is unlikely to be willing to subject the account he 
manages to the hazards of any substantial amount of variable in¬ 
come investments, principally common stocks, without making some 
provision to alleviate the disruption of unforeseeable income shrink¬ 
age. The establishment of an endowment funds investments pool 
with appropriate reserves, principal and income, will facilitate the 
management of endowment funds investments on a prudent basis. 

SOURCES OF INFORMATION 

While the investment of funds continues to be a highly individ¬ 
ualistic procedure, there has been developed a substantial supply of 
scientifically devised materials applicable to investment management. 
The complexity of the corporate system, the increasing size of busi¬ 
ness units, and the expanding requirements for capital have com¬ 
bined to remove the possibility of individuals becoming familiar with 
all of the security issues in which capital may be invested. 

In response to a demand for information and advice, specialized 
statistical and analytical services have been developed, and much 
of the comprehensive information needed is provided in large volume 
and at a relatively small cost. Thus, the institutional investment 
officer can purchase most of the information which he requires as 
a basis for his judgment and recommendations. The selection of a 
limited number of financial publications and services is recom¬ 
mended. There is merit in the regular reading of competent opinions 
having varying points of view, but there is a limit to the amount of 
time which can be devoted advantageously to such reading, and to 
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the amount of benefit to be thus obtained. In addition to the informa¬ 
tive publications and statistical services, basic studies of a sufficient 
number of securities to provide for a well-diversified portfolio can 
be obtained from banks and investment brokers. 

PHYSICAL CUSTODY 

Valuable documents and securities should be protected against 
various t 3 ipes of loss such as theft, fire, misappropriation, and mis¬ 
placement. The major factors involved in the determination of how 
such protection may be secured best are availability of convenient 
storage or deposit space, probable frequency and immediacy of 
access, institutional bylaw, audit, legal requirements relating to 
custody, and cost. 

Securities registered in the name of an institution and xmlikely 
to require frequent handling, real estate title papers, deeds of gift, 
wills, and irreplaceable documents may be stored in safety deposit 
boxes on institutional premises or in nearby banks. Access should be 
restricted to responsible officers and employees of the institution, 
and safety may be reinforced by requiring entry by two persons 
jointly, to be designated by the governing board. 

It is probable that bank or trust company custodianship for 
marketable securities is not only safer and more convenient, but also 
less costly than officer custody. Such custodianship is available 
entirely apart from any trusteeship or portfolio management func¬ 
tions. The services furnished by a custodian bank or trust company 
include safekeeping, receipt and delivery of securities as authorized, 
collection of coupons and dividends, notification as to calls, matu¬ 
rities, and changes requiring institutional action, advices confirming 
all transactions, and periodic statements summarizing holdings and 
changes. Receipts and deliveries of securities may be from or to 
brokers if desired, against payment charged or credited to a desig¬ 
nated bank account, or received or remitted by check. An additional 
advantage of bank or trust company custody is that periodic audits 
are made by such supervisory authorities as state, national, and 
Federal Reserve examiners. Banks and trust companies also furnish 
certified reports which institutional auditors accept in lieu of specific 
security examinations; if this procedure is acceptable to the govern¬ 
ing board, a saving of time and expense results. The fee for custody 
is subject to individual arrangement. 
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Registration of bonds is not recommended. As a rule, registered 
bonds are quoted at a substantial discount from coupon bonds of 
the same issue, and at times there is little or no market for them. 
Stocks may be registered in the name of the owning corporation 
without incurring undue delay in negotiation, and usually at a saving 
in insurance and custody costs. Some bank and trust company 
custodians, however, prefer to carry all stocks in negotiable form to 
save them the time and routine required for transfer. While there is 
no greater risk in having stocks negotiable than there is in bearer 
bonds, some governing boards consider registration of stock de¬ 
sirable. Since stock in the name of a corporation is not good delivery 
for transactions on any of the major exchanges, it is necessary that 
certificates be transferred to a “street name” before delivery, unless 
by special arrangement with the broker they are acceptable when 
endorsed in blank and the endorsement guaranteed. 

The use of detached stock powers for safety in handling, and of 
a printed or duplicated form of certificate of corporate authority 
which has been approved previously by transfer agents, are sug¬ 
gested. If the bylaw provisions quoted are specific, and if signatures 
are guaranteed properly, no delay in transfer should be experienced, 
provided the transfer agent is the corporate trust division of a bank 
or trust company. If the company itself is the transfer agent of its 
own stock, or an individual, usually its attorney, has been designated 
the transfer agent, special forms for stock transfer sometimes are 
required. 



CHAPTER X 


Sponsored Research Administration 


T he responsibilities of institutions of higher education tradi¬ 
tionally have included instruction, basic research, and service to 
the community and the general public. Although the procedures for 
the administration of gifts, grants, and contracts for instruction, 
research, and public service are similar, the major problems have 
arisen in connection with sponsored research. The interest of the 
Federal Government in research, stimulated by World War II and 
the tensions of the postwar period, has had a profound effect upon 
the research function of higher education. Industry looks to the 
universities to an increasing degree for facts upon which to build 
the technology of tomorrow. Also the demand for applied research 
has been added to the traditional function of basic research. As a 
result, the volume of sponsored research in educational institutions 
has increased manyfold. This has created many problems not 
encountered previously in the administration of educational institu¬ 
tions. It is important that these problems be recognized, and that 
policies and procedures be adopted and installed to ensure and to 
facilitate the fulfillment of the obligations assumed by the acceptance 
of funds for sponsored research. It is particularly important that 
such research not be undertaken at the expense of instruction, the 
primary function of higher education. Likewise, institutions should 
avoid excessive concentration in a few fields at the expense of others. 

TYPES OF AGREEMENTS 

The conditions governing the use of funds for research furnished 
by an outside sponsor, whether designated as a grant or a contract, 
should be set forth in writing. The agreement may consist merely of 
an exchange of correspondence, or it may be expressed in a more 
formal document. Formerly the distinction between grants and con¬ 
tracts was based primarily upon the assumption that the grant was 
a gift and that the grantor was not expecting to receive anything of 
value. Usually a grant also contained very few conditions, being 
limited frequently only to a definition of the type of research. Now, 
however, many grants contain a variety of conditions which have 
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been associated traditionally only with contracts, such as the right 
of termination, patent provisions, requirements for prior approval, 
limitations on publication, and periodic reports. Consequently, the 
traditional distinctions between contracts and grants to some extent 
have disappeared. For this reason, the terms “contract” and “grant” 
will be treated together and the differences between them pointed out 
only where they exist. 

The most common types of agreements for the support of spon¬ 
sored research are: (1) cost-reimbursement contract, (2) fixed- 
amount grant or fixed-price contract, and (3) fixed-amount grant 
with provisions for return of unexpended funds and fixed-price con¬ 
tract subject to price revision. 

Cost-reimbursement contracts 

Under a cost-reimbursement contract, the sponsor agrees to re¬ 
imburse the costs incurred by the institution in performing the work 
specified, up to a predetermined total amount. The cost-reimburse¬ 
ment type of contract has these advantages: It recognizes the diffi¬ 
culty of estimating accurately the cost of the work; it limits the con¬ 
tribution of the sponsor to actual costs; and it should protect the 
institution in its objective of securing full reimbursement of both 
direct and indirect costs. Since nonprofit institutions should neither 
make a profit nor suffer a loss in undertaking sponsored research, 
this type of contract is particularly advantageous. 

The contract should include a cost escape clause to avoid any 
obligation to the sponsor by the institution to incur costs over and 
above the total amount set forth in the contract. Such a cost escape 
clause normally will provide that the institution shall not be obligated 
to incur any costs in excess of the total estimated cost specified, 
unless and until the total estimated cost is increased either by amend¬ 
ment to the contract or by notification from the sponsor. 

Under a cost-reimbursement contract, the institution normally is 
expected to finance expenditures from its own resources and is paid 
upon the periodic submission of bills itemizing the costs. If the 
financing of the work constitutes a substantial burden, efforts to 
obtain advance pa 3 mients should be made. 

The itemization required for reimbursement either will be set 
forth in the contract or determined by subsequent agreement. Sup¬ 
porting details and original records should be retained for audit 
purposes. 
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Since the institution must advance its own funds and seek reim¬ 
bursement later, the sponsor normally will tend to exercise more con¬ 
trol over the performance of the work in a cost-reimbursement con¬ 
tract than in other types of agreements. For example, the contract 
may include a provision that the work shall be performed under the 
supervision of, or in accordance with instructions from, the con¬ 
tracting of&cer. Additional controls may include requirements that 
expenditures of particular t 3 q)es, such as for the purchase of capital 
equipment, must have the prior approval of the sponsor. An institu¬ 
tion entering into a cost-reimbursement contract should make certain 
that the various controls exercised by the sponsor do not become so 
voluminous and detailed as to reduce the institution to the mere 
status of an agent of the sponsor. 

A variation of the cost-reimbursement contract is the cost-plus- 
a-fixed-fee contract, which provides for the pa 3 mient of a certain 
specified sum in addition to the reimbursement of the allowable costs 
set forth in the contract. Since allowable costs as defined by the 
sponsor do not always include total direct and indirect costs actually 
incurred, the institution may be justified in seeking this type of 
contract. 

Another variation of the cost-reimbursement contract is the cost¬ 
sharing contract, sometimes called cost-participation. Under this 
type of agreement, the institution and the sponsor agree that certain 
of the costs of performing the work will not be reimbursed but will 
be borne by the institution. Cost-sharing in cost-reimbursement type 
contracts frequently is provided for by setting a rate for indirect 
expenses which is below the rate agreed upon as representing an 
equitable proration of the institution’s indirect expenses. The feature 
of cost-sharing by the institution is not limited to cost-reimburse¬ 
ment contracts which fall within the cost-reimbursement category, 
but is found frequently in contracts or grants where the sponsor 
agrees to pay a fixed amount toward the costs of performing the 
work. Other methods for cost-sharing include provisions that the 
institution will not be reimbursed for certain specified direct costs of 
performing the work, such as the salaries of some of the personnel 
and costs of capital additions or improvements to facilities. Although 
the acceptance of a reduced indirect expense rate may appear to be 
the simplest procedure when cost-sharing is agreed to, it has one 
fundamental disadvantage. Since indirect expenses by their very 
nature are difiicult to compute and are seldom recognized by the 



132 College and University Business Administration 

research worker as a part of real total costs, the institution may 
unwittingly divert substantial amounts of its general funds required 
for instruction in order to absorb the indirect expenses properly 
allocable to sponsored research projects. 

An institution should undertake research on a cost-sharing basis 
only to the extent that it can afford to pay its share of the costs, 
whether direct or indirect, without detriment to its other established 
activities. Sharing in the costs of research sponsored by outside 
sources will of necessity reduce the funds an institution has available 
for instruction, self-initiated research, and other activities, for which 
outside sponsorship is not available. To this extent, therefore, its 
freedom to develop its own programs and to improve its stature as 
a growing and creative organization will be curtailed. 

Fixed-amount grants and fixed-price contracts 

These agreements provide for the payment of a negotiated and 
agreed-upon amount to the institution for performing a particular 
research project. This is the simplest type of arrangement from an 
administrative point of view. Payments are provided for in a lump 
sum in advance, in installments as the work progresses, or in a lump 
sum upon completion. Contracts or grants providing for the payment 
of a fixed amount should be limited to those cases where the costs 
of performing the work can be predicted with reasonable accuracy 
and the scope of the work can be defined clearly. 

Fixed-amount grants with return of unexpended funds and fixed- 
price contracts with price revision 

Many grants and a few contracts fall within this category. Al¬ 
though basically similar in many ways to contracts or grants on a 
fixed-amount or fixed-price basis, they have an important distin¬ 
guishing feature. A provision usually is included which requires that, 
upon completion, the institution must present a statement of the 
costs incurred in performing the work and must return any un¬ 
expended funds or negotiate a revised total price for the work. 

ORGANIZATION FOR ADMINISTERING SPONSORED RESEARCH 

Educational institutions make use of a number of different organ¬ 
izational patterns for the administration of sponsored research. Each 
type has certain advantages, and the particular pattern in any one 
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institution of necessity is adapted to the organizational structure of 
the institution itself. No matter what type of organization is chosen, 
it is important that the administrative responsibilities and duties 
for various aspects of sponsored research should be defined clearly 
and made known to all concerned. 

The four general organizational patterns most commonly em¬ 
ployed are: (1) the various administrative responsibilities are ab¬ 
sorbed by the regular departments, divisions, and officials of the 
institution, with no separate office established for handling sponsored 
research; (2) a committee or council is appointed for coordination 
of sponsored research, with a chairman and probably an executive 
secretary as the focus of responsibility; (3) a separate office, division, 
or department is established for handling administrative duties; and 
(4) a separate corporation or foundation acts for the institution in 
connection with sponsored research. Not infrequently two or more 
of the above patterns will be found within the same institution, 
either for different divisions of the institution or more often for 
different types of sponsorship. 

No separate office for sponsored research 

Where the volume of sponsored research within an institution is 
small, there may not be sufficient justification for establishing a 
special office to handle the administrative responsibilities of spon¬ 
sored research. Even where the volume is large, however, assignment 
of the various responsibilities to the regular departments, divisions, 
and officials may be preferred because it does not multiply the 
lines of responsibility within the organization. In either case, it is 
essential that all the various responsibilities be clearly defined and 
assigned. There must be sufficient time and personnel available to 
carry them out. Inasmuch as the business and legal problems involved 
are not only substantially different from those encountered in the 
other aspects of college and university administration, but are also 
often much more complicated, particularly in government contracts, 
it is important that those who handle these problems shall have had 
adequate training and experience. 

When no special office is established for handling sponsored re¬ 
search, the business office normally will handle the business and 
financial details, and the academic divisions or departments will be 
responsible for the scientific and technical aspects. The institution’s 
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legal counsel may handle legal and contractual aspects, although it 
should be pointed out again that the legal and contractual problems 
are often quite different from those encountered in other phases of 
educational institution activities. There are a large number of 
matters, however, which involve not only business and scientific 
aspects but legal aspects as well. The matter of patents and inven¬ 
tions is an example. The making and reporting of the invention is 
primarily a responsibility of those doing the research; the negotia¬ 
tion of contractual provisions for inventions and patents is a busi¬ 
ness-legal matter; the agreements covering the disposition of inven¬ 
tions should be prepared in legally enforceable form and executed 
by the research staff; the question of patenting must be decided; and 
finally the contract conditions covering patents must be complied 
with before the institution receives its full payment for performance 
of the research. The chief business officer, legal counsel, and the 
dean, department head, or research project leader must cooperate 
closely in order to ensure that the institution undertakes only those 
obligations which it can fulfill. 

Committee or council organization 

Committees or councils appointed to administer or coordinate 
sponsored research should include both business and academic repre¬ 
sentatives. The committee or council should be appointed by the 
chief administrative officer of the institution, and should report to 
him or to his designated representatives. 

The responsibilities, functions, and authority of the committee or 
council need to be defined clearly and announced. The committee 
itself will, from time to time, find it necessary to issue statements of 
policy or procedure covering various aspects of sponsored research 
such as the criteria for the acceptance of sponsored research, pro¬ 
posal procedures, compensation of personnel, property accounting, 
and security. 

An executive officer or executive secretary is vital to the function¬ 
ing of the committee or council. Inasmuch as he normally will be act¬ 
ing for a committee which represents both the academic and the 
business divisions of the institution, a background of experience in 
both areas is desirable. 

Under the committee or council arrangement, the regular depart¬ 
ments of the institution normally will handle those aspects of spon- 
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sored research which fall within their usual purview; that is, ac¬ 
counting in the accounting office, purchasing in the purchasing office, 
and personnel in the personnel office. Specialized procedures made 
necessary by the requirements of sponsored research, such as those 
concerned with patent agreements and security regulations, should 
be established with the advice and counsel of the committee. 

Separate division or department 

A separate division or department for handling administrative 
aspects of sponsored research normally is found only when the 
volume of such activity is substantial. Such a division may function 
primarily as a service organization to the rest of the institution, serv¬ 
ing as the channel between sponsors and the various departments 
of the institution in which the research actually is performed. In 
other cases, research or development may be done under the cogni¬ 
zance of the division itself, in which case the members of the faculty 
and other regular institutional employees are considered as working 
for the division when they are performing sponsored research, and 
as working for their regular departments when performing their other 
duties. This type of organizational structure has certain disad¬ 
vantages. Staff members are involved in serving two masters—the 
regular department and the research department. There is a tend¬ 
ency for the separate research department to involve the institution 
in research not of interest to regular academic departments. There is 
also a tendency to establish a duplicate business organization. The 
argument that research involving several academic departments re¬ 
quires the creation of a separate research department can be an¬ 
swered equally well through the establishment of interdepartmental 
management committees. 

Separate corporation or foundation 

In some instances, particularly for state-supported institutions, it 
has been found desirable and sometimes even necessary to establish 
separate corporations or foundations in order to accept and carry out 
sponsored research. The reasons include limitations in charter or 
enabling legislation and state fiscal regulations or procedures which 
would prevent or hamper conduct of the work. Another reason is the 
advantage of having a separate corporate entity for handling patents. 
The separate corporation or foundation has the same disadvantages 
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as a separate research division within the institution. In addition, 
there are the added burdens of much more formal legal, contractual, 
and operating relationships between the foundation and the insti¬ 
tution. 


PROPOSAL, NEGOTIATION, AND IMPLEMENTATION 

The accomplishment of a sponsored research project involves the 
preparation of a proposal, the negotiation and acceptance of an 
agreement, the prosecution of the work, and the rendering of reports 
in accordance with the terms of the agreement. However, the agree¬ 
ments for many sponsored research projects, especially those involv¬ 
ing small sums of money on a fixed-price basis, may consist merely of 
the exchange of correspondence. Even though the academic staff 
should initiate research proposals, the review and approval of the 
proposals and the negotiation of the agreements are the responsibil¬ 
ity of the central administration. The budget or estimate of cost 
should be prepared in cooperation with the chief business officer and 
should have his approval before the proposal is submitted. 

Proposals 

A contract or grant for sponsored research usually involves the 
preparation and submission by the institution of a formal proposal 
to the sponsor. From a legal standpoint, a proposal can be interpreted 
as an offer by the institution to perform certain work under certain 
conditions and for a stated amount, which requires only an accept¬ 
ance by the sponsor to constitute a contract. It is, therefore, unwise 
to submit proposals which the institution is not prepared to imple¬ 
ment, or to submit proposals for the same research to different 
sponsors unless this fact is disclosed. If, after submitting a proposal, 
an institution is no longer in a position to implement the work, it is 
not only sound business practice but also good public relations to 
notify the sponsor immediately. 

Proposals may differ widely in scope and content. Most organiza¬ 
tions and agencies that sponsor any substantial volume of research 
have their own requirements as to what should be included in the 
proposals, and some have special forms which must be used. 

Negotiation and acceptance 

The terms and conditions of individual grants, except for the 
description of work and the budget, usually do not involve nego- 
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tiation. In the case of a contract, however, there are many terms 
and conditions which should be established by negotiation between 
the sponsor and the institution. Some of the more important terms 
and conditions are the basic type of contract, that is, cost-reimburs¬ 
able, fixed-price, or other; the allowable direct and indirect costs; 
the extent of cost-sharing, if any; the provisions for disposition of 
patent rights, control of publications, security regulations, if any; 
accounting and audit requirements; records; insurance and liability; 
property accountability; limitation on subcontracting; prior ap¬ 
provals for travel and purchase of equipment; and termination pro¬ 
visions. Many of these items are discussed later in this chapter under 
“Grant and Contract Provisions.” 

In the case of government contracts progress has been made 
through group negotiation in standardizing the general terms and 
conditions. One important result of such group negotiations was the 
formulation of the sections relating to nonprofit organizations in the 
Armed Services Procurement Regulations, which may be obtained 
from the Superintendent of Documents in Washington. This edition 
of the Regulations was made effective March 1, 1949, and the ma¬ 
terial relating to the principles for the determination of costs in 
connection with cost or cost-sharing contracts for research and 
development entered into with educational and other nonprofit con¬ 
tracts may be found in Part 3—“Research Contracts with Nonprofit 
Institutions”—of Section XV, “Contract Cost Principles,” of the 
Armed Services Procurement Regulations, pages 1506-9, para¬ 
graphs lS-300 through 15-305. Paragraph 15-303 outlines the 
method for the computation of allowable indirect costs, usually re¬ 
ferred to as the “blue book formula.” 

A mechanism which conserves the time of both governmental and 
institutional negotiators is the basic agreement and task order sys¬ 
tem of contracting. Under this plan, a single basic agreement is 
negotiated between the contracting agency and the contractor. This 
agreement contains all of the general terms and conditions under 
which work is to be undertaken by the institution for the agency 
involved. Aspects peculiar to each project, such as funds made avail¬ 
able, description of work, duration, and delivery information, are 
not included in the basic agreement, but in separate task orders 
which incorporate by reference the general terms and conditions of 
the basic agreement. This plan avoids the necessity of separate and 
complete negotiations of all terms and conditions for each individual 
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project. It establishes a common working relationship between the 
institution and the sponsor which makes possible better understand¬ 
ing and administration. It avoids the confusion resulting from differ¬ 
ent requirements in contracts from the same sponsor for such items 
as the definitions of reimbursable costs, billing procedures, require¬ 
ments for prior approvals, procedures for handling insurance, and 
patents. 

Implementation 

There are several administrative procedures which have proved to 
be helpful in implementing contracts and grants for sponsored re¬ 
search. Among these are the following: 

1. Copies of the contract or grant should be provided for the 
business or accounting office, the principal investigator, and the 
official or division which may handle the coordination of sponsored 
research projects. 

2. An administrative digest summarizing the more important 
contractual requirements should be prepared for quick and ready 
reference for all those who have business or administrative respon¬ 
sibilities for any phase of the work. 

3. A check list should be prepared detailing the procedures which 
must be followed before the institution has fulfilled all of its con¬ 
tractual obligations and before it can obtain final payment. This 
check list should include such items as preparation of final report, 
final invention statement, report on royalties, property inventory 
and certificate, property disposal, disposition of classified documents, 
final fiscal statement, final invoice, final release, final payment, and 
the designation of the individual responsible for execution of each 
item. 


GRANT AND CONTRACT PROVISIONS 

Agreements for the support of sponsored research may be simple 
or complex in form. Generally such agreements wiU include the 
information usually required to establish a definite understanding 
between the sponsor and the institution on such matters as the work 
to be performed, the period allowed for performance, amount, and 
the method of payment. In addition to these usual provisions, the 
following subjects are of administrative concern in the review 
of contractual documents: indirect costs; prior approvals of salaries, 
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equipment, subcontracts, and travel; property ownership and ac¬ 
countability; inventions and patents; publication and copyrights; 
accounting records and audits; security; and termination costs. 

Indirect costs 

The total cost of any research involves direct and indirect expenses. 
The direct expenses are obvious, the major items being salaries and 
wages of people directly engaged on the project, the material con¬ 
sumed directly, and the equipment used directly. The indirect ex¬ 
penses, too often overlooked by research workers, include such items 
as operation and maintenance of plant; administrative costs on the 
departmental, college, and general administrative levels; library; 
and other general institutional costs. These and all other indirect 
costs, although difficult to compute and not easily identified, are just 
as real in relation to research costs as the cost directly related to 
the work. These costs must be met from some source, and it should 
be emphasized again that unless the institution has funds available 
to meet indirect costs or recovers such costs from the sponsor under 
the contract, these costs must be met to the detriment of instruction 
and the other activities of the institution. 

It is extremely difficult and time-consuming to determine indirect 
costs separately for each research project. For this reason indirect 
costs should be computed periodically and expressed in terms of a 
percentage rate of salaries or of total expenditures. The advantage 
of periodically determining one rate which wiU be used in the calcu¬ 
lation of full reimbursement for indirect costs on all sponsored re¬ 
search projects is obvious. For contracts with the U.S. Department 
of Defense, the principles for determining indirect costs are set forth 
in the Armed Services Procurement Regulations. To some extent, 
this method represents a compromise, but in large measure, it con¬ 
stitutes a reasonably sound basis. This same rate may be used as a 
starting point in the determination of indirect costs to be requested 
for research sponsored by others. The full reimbursement rate should 
always be kept in mind, so as to determine more accurately the 
institution’s contribution toward the indirect costs of any particular 
project where a rate less than the full recovery rate is used. 

The following is a description of a procedure for determining an 
indirect cost rate in general use with institutions conducting govern¬ 
ment contract research. This calculation involves a thorough analy- 
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sis of the institution’s annual financial report and its supporting 
schedules. If a percentage rate to be applied to salaries and wages is 
desired, the indirect costs applicable to instruction and research are 
accumulated and divided by the salaries of the teaching and research 
staff to establish that rate. General administration and general 
expense, operation and maintenance of physical plant, building use 
charge, equipment use charge, and library normally comprise the 
costs included in such accumulation. That portion of these costs 
relating to functions other than teaching and research is eliminated. 
To accomplish this, the following bases of allocations are generally 
used: General administration and general expense are allocated on 
the basis of total expenditures by function. The building and equip¬ 
ment use charge is applied to only the cost of buildings and equip¬ 
ment actually being used for teaching and research. It is assumed 
that all library expenses are for teaching and research. However, 
only the expenses attributable to the use by the teaching and re¬ 
search staff are includable. 

In many cases where the rate is to be negotiated with a depart¬ 
ment of the United States Government, a governmental audit agency 
will prepare an Advisory Overhead Report, using the general pro¬ 
cedures indicated above, and submit such report to the institution 
and the governmental agency participating in the negotiations. In this 
event, the institution must examine the report and advise the govern¬ 
ment audit agency and the government negotiating agency of any 
exceptions which are taken to the Advisory Overhead Report. 

Prior approvals of salaries, equipment, subcontracts, and travel 

In the interest of sound educational policy, an institution should 
retain complete control over the salaries paid to members of its 
faculty. An institution should not enter into research contracts which 
delegate to sponsors control of its staff compensation plans, or 
which necessitate special rates of compensation for the particular 
project. The sponsor should have the right of examination and ap¬ 
proval of the general plan as a condition of the placing of the con¬ 
tract, but should not be permitted to control the salaries of individ¬ 
ual members of staff. Members of staff assigned to research projects 
should be compensated in accordance with the regularly established 
compensation schedule of the institution. 

All government contracts and some grants and other contracts 
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contain requirements pertaining to purchase orders, subcontracts, 
and prior approvals. For grants, prior-approval requirements gen¬ 
erally apply to particular categories of costs rather than individual 
items, so that sponsor approval must be obtained before spending 
any more than a budgeted or approved amount on a certain type of 
costs, such as equipment purchases and travel. Grants rarely contain 
provisions which must be included in purchase orders or subcon¬ 
tracts, except that where subcontracts are let for research or de¬ 
velopment, the patent conditions of the grant generally must be 
extended to the subcontractor. However, in the case of contracts, 
requirements normally apply to each separate action, purchase order, 
or subcontract. 

The complexities of the problems pertaining to purchase orders, 
subcontracts, and prior approvals necessitate a well-considered and 
well-understood procedure for handling. Particularly important is a 
decision as to the degree to which responsibility for compliance with 
the requirements will be centralized. Responsibility for obtaining 
sponsor approval of budget limitations on categories of costs in grants 
and for obtaining routine approvals of purchases under contracts 
may be delegated, sometimes with advantage, to the department or 
principal investigator, since the latter generally must furnish in any 
event reasons to justify a request for approval. The approval when 
obtained can be forwarded with the requisition or other authoriza¬ 
tion prepared at the departmental or project level. 

In order to eliminate administrative detail, and in order to retain 
freedom of action and avoid getting into the position of acting as an 
agent of the sponsor, it is desirable generally to eliminate from 
grants and contracts, to the extent possible, requirements for prior 
approval. For government contracts, extensive prior approvals may 
reduce disallowances, but they are no guarantee against disallow¬ 
ance of the items approved; approvals frequently cover technical 
necessity only, so that government auditors can still question other 
aspects. 

Various sections of a government contract may often contain re¬ 
quirements which must be included in subcontracts or purchase 
orders. The distinction between a subcontract and a purchase order 
is often of prime importance in order to determine what terms and 
conditions must be included. Any blanket defirdtion which specifies 
that the word “subcontract” includes any purchase order issued is 
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undesirable and can lead to difficulties because of the differences in 
definitions. Where specific contract articles refer to subcontracts 
without any definition, it is desirable generally to come to an agree¬ 
ment with the sponsor on the meaning of the term in each article in 
which it is used. 

Under government cost-reimbursement contracts, subcontracts 
entered into on other than a fixed-price basis must include normally 
many of the provisions of the prime contract. Generally it is un¬ 
desirable, therefore, to issue a purchase order on this basis. 

Property ownership and accountability 

The title to property purchased imder grants and fixed-price con¬ 
tracts often remains with the institution. Under the terms of govern¬ 
ment cost-reimbursement contracts, and under most fixed-price 
contracts with price revision, the title to all property purchased vtith 
contract funds vests in the government, and the title to all property 
furnished by the government remains with the government. This 
applies to real property as well as to personal property. 

Any substantial volume of government-owned property in the 
custody of an educational institution requires a well-planned and 
administered system of property accounting. This is necessary to 
comply with the contractual conditions and to avoid confusion at the 
time of government inspection and audit of property. The complexity 
of the problems involved and the necessity for coordinating property 
records with fiscal accounting, purchasing, and prior-approval re¬ 
quirements dictate a need for some centralized coordination of pro¬ 
cedures. Insofar as possible, the institution should endeavor to have 
its own plan of property records accepted for accounting for govern¬ 
ment property. 

Inventions and patents 

Practically every contract and many grants for research contain 
provisions covering reporting and disposition of inventions and pat¬ 
ents. Government agencies generally have firm policies in this 
regard, leaving little or no opportunity for negotiating different 
terms than are prescribed. The minimum requirement provides for 
the granting of a nonexclusive, royalty-free license to use the 
invention for government purposes. Some governmental agencies 
demand complete patent rights. The United States Public Health 
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Service normally retains the right to determine disposition of inven¬ 
tions and patents, but leaves this right to a grantee institution if the 
institution’s patent policies are approved by the Public Health Service 
as being in the public interest. Some private organizations, such as 
the American Cancer Society, likewise have fixed policies on the dis¬ 
position of patents and inventions. In agreements with industrial 
organizations and other sponsors, there may be wide latitude for 
negotiation. Such negotiation will be facilitated by the prior adoption 
of a well-conceived institutional patent policy. 

An important question which affects in a major way the admin¬ 
istration of sponsored research is whether the grant or contract 
conditions cover all inventions made or conceived, or are limited to 
those inventions only on which patent applications are filed. In the 
latter case, administration is simplified substantially since no special 
measures need to be taken to ensure that all inventions are reported 
and handled in accordance with the requirements. Most govern¬ 
mental agencies, as well as most industrial sponsors, insist that all 
inventions be reported, whether or not patent applications are filed. 

Unless the patent policy of the institution requires that every 
employee who might make an invention in the course of his work 
execute an agreement to report all inventions and to dispose of them 
as determined by the institution, and unless all employees have 
received due notice of such policy as a condition of employment, 
special employee agreements on inventions and patents are neces¬ 
sary and often are required by contract provisions. Such agreements 
should provide that employees and consultants will comply with all 
of the invention provisions of the contract under which they work, 
and a copy of the pertinent excerpt from the contract should be 
attached to and form a part of the researcher’s agreement. 

The patent agreement with the employee must cite some considera¬ 
tion in order to be a legally enforceable contract. Emplo 3 mient for 
faculty members holding tenure appointments is not sufficient 
consideration, since they have already been promised continued 
employment. 

Employee agreements generally are necessary whether or not any 
of the employee’s compensation is paid out of contract or grant 
funds, so long as he participates in the research. This follows from 
the fact that the invention and patent rights accrue to the sponsor 
out of the research performed, not out of the salaries reimbursed. 
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This means that in addition to any procedure for obtaining employee 
invention agreements which is keyed to the payment of salary out 
of contract or grant funds, some procedure must be installed to 
obtain agreements from employees who participate without compen¬ 
sation, Use of contract or grant funds, materials, or facilities by any 
individual, or consultation in connection with the project, must be 
considered participation in the research. 

When the grant or contract requires that all inventions be re¬ 
ported, whether or not considered patentable, it is necessary to 
establish a procedure for periodic review of the notebooks and in¬ 
formal reports pertaining to the work done under the contract, in 
order to ensure compliance with contract provisions. In this connec¬ 
tion, the institution may wish to employ patent counsel, since re¬ 
search workers may not be informed adequately as to what consti¬ 
tutes an invention. 

United States patents must be applied for within one year from 
first publication, public use, or sale. Publication, public use, or sale, 
for patent purposes, normally include, in addition to appearance in 
accepted media of books and scientific or engineering journals, 
reports which are available to the public, such as is the case when a 
report or thesis is placed in a library. Sponsors normally will require 
that they be advised of any inventions not later than six to eight 
months after first publication, public use, or sale, unless foreign 
patenting is important. If foreign patenting is important, it may be 
necessary to withhold publication at least until after application has 
been made for United States patents. This follows from the fact that 
in many countries patenting is not permitted if there has been any 
publication prior to patent application. Under the International 
Convention, patenting in the United States prior to publication will 
protect the right to file foreign patents for a year from the date of the 
United States application. The International Convention is no pro¬ 
tection, however, if publication has preceded United States patent 
application. 

Industrial organizations frequently may request the right to deter¬ 
mine the disposition of inventions arising out of sponsored research. 
Although most institutions are free to accept such conditions, they 
should decide whether this is in their own best interests. Institutions 
may open themselves to criticism for using their tax-free or tax- 
supported status for the exclusive benefit of a particular sponsor. 
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Publication and copyrights 

Publication of the results of research is one of the essential obli¬ 
gations of an educational institution if it is to fulfill its duty for the 
dissemination of knowledge. The denial of the right to publish re¬ 
sults as a condition of a contract or grant, therefore, would seem 
permissible only for information, the release of which would damage 
the national security of the United States. However, there may be 
certain requirements as to publication contained in unclassified con¬ 
tracts or grants for research which sponsors may desire for their 
protection and which are still appropriate for educational institu¬ 
tions. An industrial sponsor may desire to have deleted any informa¬ 
tion furnished by him or any information regarding the application of 
the results to the sponsor’s operation. Any further limitation for 
withholding publication of the results indefinitely at the sponsor’s 
discretion can be questioned seriously. In all grants and contracts 
there should be a clear understanding concerning the right of publi¬ 
cation and any conditions attached thereto. For grants received that 
make no mention of publication, the letter of acceptance can include 
a standard paragraph stating the institution’s position on publication. 

There are three primary reasons for contract or grant provisions 
which provide for withholding publication until the sponsor approves 
or for some established period. The first of these relates to national 
security; in classified government contracts or subcontracts, with¬ 
holding of publication is mandatory. For unclassified contracts also, 
some agencies may request the right to review before publication or 
dissemination, to make sure that no information is included that 
should be withheld for security reasons. Generally, however, govern¬ 
mental agencies ask that they receive one or more copies of manu¬ 
scripts from unclassified contracts at the time of submission to 
publishers, and rely on the time delay in publication to permit de¬ 
tection of material which, for security reasons, should be deleted 
before publication. 

The other reasons for withholding publication in sponsored re¬ 
search are generally associated with grants or contracts from industry 
or commercial organizations. In the one case, the sponsor may desire 
to have deleted any information furnished by him or any information 
regarding the application of the results to sponsor’s operations. In 
the other case, the reason has to do with patents. In the case of 
foreign patents, a specified withholding period, such as six months, is 
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suggested in the contract or grant provisions, which should be ample 
for filing United States patent applications which then permit one 
year for foreign filing. 

Governmental agencies generally will require that the government 
have a royalty-free license to use, reproduce, and disclose any ma¬ 
terial furnished under a contract. Compliance with this requirement 
means that any materials, such as reports, manuscripts, and books, 
which are published in a copyrighted Journal or other publication, 
must contain an appropriate footnote granting the license rights to 
the government prescribed by the contract. Individual employee 
agreements to comply with this requirement, stating the language 
to be used in the footnote, generally will be desirable. An appropriate 
provision may be included in the same agreement that covers the 
employee invention provisions mentioned earlier. As in the case of 
inventions, the agreement is necessary whether or not the individual 
author’s compensation is paid from grant or contract funds. 

A provision should be included in any contract or grant for 
industrially sponsored research stating that the institution’s name 
may not be used in advertising or other publicity without the insti¬ 
tution’s consent. 

Accounting records and audit 

The internal administration of sponsored research will benefit sub¬ 
stantially if the regularly established institutional accounting pro¬ 
cedures are used with as little modification as possible. Although 
sponsors may request special billing, vouchering, and reporting 
procedures, they very often can be persuaded to modify their re¬ 
quirements to accommodate them to the standard accounting pro¬ 
cedures of the institution. Normally separate accounts of income and 
expense should be maintained for each contract, grant, or project. 

Practically all contracts with the Federal Government contain a 
provision regarding records and their retention. Government grants 
normally do not contain such provisions, so that in these cases, as 
well as grants and contracts from nongovernmental sources, the 
institution’s normal practices for the preparation, retention, and 
destruction of records apply. 

For government contracts, an institution normally is expected to 
maintain books, records, documents, and other evidence pertaining 
to the costs and expenses of the contract, collectively called the 
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records, to the extent and in such detail as will reflect properly all 
net costs, direct and indirect, of labor, materials, equipment, sup¬ 
plies, and services, and other costs and expenses of whatever nature 
for which reimbursement is claimed. These records must be retained 
and made available at the office of the institution for inspection, 
audit, or reproduction by any authorized representative of the 
agency involved or of the Comptroller General. 

Legal or administrative requirements covering government cost- 
reimbursement contracts specify that the records be preserved and 
made available for a period of at least six years from the date of the 
final voucher or invoice submitted under the contract. For fixed-price 
contracts, either with or without price revision, the records must be 
preserved and made available for a period of three years after final 
pa 3 maent. Microfilming or similar reproduction normally is permitted 
after the expiration of two years after the last day of the month 
of reimbursement to the institution of the invoice or voucher to 
which the records relate. 

Since the retention period for records runs from approximately 
the completion date of a contract, and since research contracts with 
educational institutions often continue for a number of years, insti¬ 
tutional practice of destroying records after seven or some compara¬ 
ble number of years after the date of the records cannot be extended 
to the types of records under government contracts to which the 
above requirements apply. If the records pertaining to government 
contracts are commingled with all other institutional records, it will 
be very difficult to determine when any of the institutional records 
may be destroyed. 

A practice which has proved generally workable and acceptable 
where government contract records initially are mingled with other 
institutional records is to remove the records pertaining to costs or 
pa 5 nnents under government contracts, such as invoices and can¬ 
celled checks, from regular institutional record files at the time 
vouchers or statements of cost are prepared. These then are filed 
contract by contract with the institutional copies of vouchers or 
statements of cost and other pertinent contract records, and can be 
flagged for destruction date in accordance with the contract re¬ 
quirements. At the time of removal from the regular files, appropri¬ 
ate cross references can be inserted. Such a procedure not only 
simplifies compliance with record retention requirements, but also 
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expedites audit by government representatives and eliminates dis¬ 
ruption of accounting personnel and files other than those involved 
in government contracts. 

It is important for institutions to keep in mind that an audit by the 
sponsoring agency of the Federal Government does not necessarily 
constitute final audit of the records. The General Accounting Office 
reserves the right to audit any and all records pertaining to disburse¬ 
ments by the Federal Government. 

Security 

Government security regulations present difficult problems in 
sponsored research in educational institutions. Although some insti¬ 
tutions refuse to accept classified contracts, that is, those involving 
use and custody of data available only to individuals who have 
obtained appropriate security clearance from the Federal Govern¬ 
ment, none can avoid the possibility that certain of the work or 
information developed under an unclassified contract may become 
classified. Further than this, classified information may be furnished 
or made available in order to assist with research which is itself un¬ 
classified. 

In view of the importance of complying with governmental se¬ 
curity regulations, it is necessary to designate a responsible admin¬ 
istrative officer as security officer of the institution with responsi¬ 
bilities for supervision of the following: execution of a security 
agreement and obtaining a facility security clearance before any 
classified information can be obtained from the Department of 
Defense; negotiation of appropriate contract provisions; promulgat¬ 
ing and enforcing internal security procedures; processing, issuing, 
and terminating individual clearances; ensuring that proper guard, 
mail, and storage facilities are available; and including appropriate 
security provisions and checking facility clearances for subcontracts 
or purchase orders which involve classified information. 

It is desirable that all contracts which may involve classified 
information should specify in detail or by reference to specific docu¬ 
ments those security regulations with which the institution agrees to 
comply. 

An institution should have the right to terminate a research 
project if the classification is changed from an unclassified status to 
a classified status or from a lower classification to a higher classifi¬ 
cation. It should also have the right to terminate in the event of 
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changes in security regulations which result in more restrictive area 
controls. 

Termination 

If no provision for termination is included in the contract or 
grant, an institution’s rights to recovery of costs which have been 
incurred but not reimbursed, or which are necessary for the settle¬ 
ment of outstanding commitments, generally will be subject to 
common law and equity. If the contract is terminated for the con¬ 
venience of the sponsor, the institution can recover any unreimbiirsed 
costs and the costs of settlement of outstanding commitments. 

If the institution withdraws from a cost-reimbursement contract, 
substantially the same results may be expected as would apply to 
termination for convenience of the sponsor unless costs or commit¬ 
ments have been incurred which cannot be justified as reasonably 
necessary for performance of the work. Under fixed-price contracts, 
the institution generally would have the right to receive payment 
comparable to the value of the work performed and results achieved. 
It is possible, however, that the institution may be held liable for 
any excess costs which the sponsor may incur in contracting for and 
obtaining the work and results which the institution failed to per¬ 
form and deliver. 

Factors which should be considered particularly in connection 
with termination provisions and with commitments entered into 
under sponsored research projects that might be terminated are as 
follows: 

I. Personnel commitments .—Under cost-reimbursement con¬ 
tracts for grants with provisions for return of unexpended funds, and 
under contracts with price revision, personnel commitments never can 
be made with assurance of reimbursement beyond the period of per¬ 
formance specified. Within that limit, termination provisions should 
provide assurance, as does the present contract article provided for 
in Department of Defense contracts, that personnel commitments 
will be honored and appropriate severance pay reimbursed in the 
event of contract termination. In such cases, the institution does 
have the obligation to try to divert the personnel affected to other 
institutional activities and would not be entitled to reimbursement 
to the extent that this could be done. 

For grants or contracts in a strictly fixed amount, there is no 
obligation that the institution must spend the funds during exactly 
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the period specified, and, in fact, the period itself often may not be 
exactly specified. Commitments to personnel therefore may be for 
periods somewhat at variance with the period mentioned in the 
contract or grant. So long as the commitments made are reasonable 
for the research to be performed, commitments should be honored 
to the same extent as for other types of contracts and grants. 

Personnel commitments and severance pay may be based on 
personnel appointment notices, personnel agreements, or established 
institutional policy. In government contracts, approval by the 
government may be required for settlements made. 

2. Subcontracts and purchase orders. —Full termination (partial 
terminations are also possible) normally will require cancellation or 
termination of outstanding subcontracts and purchase orders. The 
government normally will claim the right to be assigned all cancelled 
or terminated commitments of this type, including the right of settle¬ 
ment. Settlements made by the institution normally will be subject 
to governmental approval. For subcontracts or purchase orders in 
substantial amounts, it is desirable frequently and sometimes re¬ 
quired to include a termination provision comparable to that con¬ 
tained in the prime contract. 

3. Other termination cosfs.—Other termination costs may include 
such items as: expenses which cannot be terminated immediately; 
accounting, legal, and other expenses in connection with termination 
and settlement; costs of protecting, transporting, and removing 
personal property acquired; costs of settlement of leases or rental 
agreements; and costs of restoration of building alterations, to the 
extent provided for by the contract. 

4. Property disposal at termination. —Sometimes, particularly in 
the case of fixed-price government contracts, the disposal of and 
title to property purchased under a contract may not be the same in 
the event of termination as it would have been had the contract 
continued to completion. For example, the title to equipment or 
materials purchased may remain with the institution after comple¬ 
tion of a fixed-price contract, but the government may retain a lien 
on all property purchased until the contract is completed, or the 
contract may provide that title to property purchased, the cost of 
which is reimbursed to the institution under a termination settle¬ 
ment, will go to the government if the contract is terminated prior to 
completion. 



CHAPTER XI 


Legal Problems 


S INCE THE activities of the typical college or university include a 
wide spectrum of human affairs, it is not surprising that its legal 
problems are equally numerous and diverse. Although few college 
and business officers have received formal legal training, it is im¬ 
portant that they be able to recognize incipient legal issues and seek 
appropriate legal advice in time to avoid controversy and expense. 
In the first volume of this text, in discussing the qualifications of the 
chief business officer, it was stated that he should have a compre¬ 
hensive understanding of the major areas of business administra¬ 
tion, including accounting, business law, economics, and investments. 

It is obviously impossible to present more than a brief summary 
of the content of Anglo-American jurisprudence applicable to insti¬ 
tutions of higher education within the space limitations of a chapter 
in this volume. 

The governing board of almost every college or university is likely 
to include one or more lawyers. Members of the legal profession 
have always been more than generous of their time in community 
service. With legal advice so readily available, it is constantly a 
temptation to the college to rely upon such service gratuitously 
rendered. 

Some attorneys have taken the position that it is not appropriate 
to serve as both legal counsel and as a member of the governing 
board of the same institution. They feel that no one should be asked 
to sit in judgment on his own conclusions. 

Few colleges have a sufficient volume of legal business to justify 
the employment of a full-time legal staff. They usually find it less 
costly to employ counsel on an annual retainer basis, with perhaps 
additional compensation if extensive litigation is encountered during 
the year. However, some of the larger universities have established 
legal departments, with one or more attorneys employed on a full¬ 
time basis. Others have found it possible to rely upon a member of 
the law school faculty for legal advice. Many tax-supported institu¬ 
tions are required by statute to make use of the services of the at¬ 
torney general of the state for legal advice. 

ISl 
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CLASSIFICATION OF LEGAL PRINCIPLES " 

AND PROCEDURES 

Legal principles and procedures have been classified in many dif¬ 
ferent ways, but the following outlines may be found useful in 
discussing the legal problems of the colleges. 

1. The law of contracts—Tht day-by-day activities of business 
involve the assuming of a vast number of contractual obligations. 
Every purchase or sale of goods or services, every employee retained 
or discharged, and every insurance policy acquired may create a 
multiplicity of contractual rights and obligations. 

2. The law of charities. —In legal literature, the meaning of the 
word “charity” is not restricted to almsgiving, that is, the gratuitous 
relief of the needy and suffering. It includes all gifts for the benefit 
of the general public, that is, those intended for the support of 
hospitals, libraries, art museums, educational institutions, and other 
nonprofit organizations. One should familiarize himself with the essen¬ 
tial differences between a charitable and a private trust and between 
a charitable corporation and one organized for profit. 

3. The law of torts. —The negligence or misconduct of officers or 
employees of an institution may give rise to a claim for compensation 
by the individual injured thereby. Adequate liability insurance pro¬ 
tection is the usual answer of management to this type of hazard. The 
courts of several states have been unwilling to hold educational and 
charitable organizations to the same degree of accountability as that 
demanded of commercial corporations. A careful, continuous review 
of the decisions of the courts of the state in which the college is 
located should be maintained. 

4. The law of taxation. —Many of the current legal problems of 
the colleges can be grouped under this heading. Exemption from 
taxation is a privilege accorded to educational and other charitable 
corporations in recognition of the services they render the general 
public. The law of taxation is complex and technical. It is in con¬ 
stant flux, because of the many changes in statutes, regulations, and 
court decisions. Only the expert in the field can give reliable advice, 
but the more one understands the basic principles involved, the 
more promptly incipient dangers are detected and avoided. 

5. The law of copyright and patents. —The creative work of a 
college faculty brings into existence valuable property rights that 
deserve protection. The chief business officer should be familiar, in 
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general, with the specialized requirements for obtaining this pro¬ 
tection. 

This brief outline is by no means complete, but it may serve to 
suggest certain logical relationships, among and between the myriad 
legal aspects of college business activities. 

Another outline of legal concepts suggests itself when the average 
layman is required to give administrative attention to present and 
prospective litigation. One not trained in the intricacies of the law 
may have gained the impression that law is always the creature of the 
legislature. Quite the contrary is true. The vast bulk of legal refer¬ 
ence material is not to be found in the statute books but in the case 
books and in the files of the decisions and rulings of administrative 
agencies of government. 

1. Statutory law .—The Congress of the United States and the 
legislatures of the forty-eight states exercise the right to enact laws 
for the control of the activities of their citizens, subject to the 
limitations imposed by their respective constitutions. These enact¬ 
ments may be found in the statute books published at the conclusion 
of each term of Congress and of the legislatures. Many states codify 
periodically all preceding legislation in order to reduce the amount 
of legal research required to find the law on any particular subject. 
Commercial publishing companies issue carefully indexed and anno¬ 
tated reference volumes in this field. 

The sovereign power to legislate is delegated to a limited degree 
by the legislature to political subdivisions of the state—counties, 
municipal corporations, townships, and school and sewer districts. 

2. Case law .—^Law libraries are crowded with case books contain¬ 
ing the recorded decisions of the state and federal courts. These 
volumes, advance sheets, and digests arrive in a continuous flood, 
and no one can keep up with the current trend of decisions in all 
fields and in all jurisdictions. 

Although Congress and the state legislatures enact the statutes, 
it is the courts that, under our Anglo-American system of jurispru¬ 
dence, interpret them. Consequently, one must look to the case books 
for the last word even on specific statutes and on the constitutions 
themselves. Professional skill in the art of interpretation of judicial 
opinions is acquired only by years of legal study and practice. How 
to sift dicta from decision is the real task of the legal scholar. Under 
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the doctrine of stare decisis, the courts of each jurisdiction are sup¬ 
posed to follow the precedents established by the highest court hav¬ 
ing jurisdiction of the subject matter of the litigation. Although 
courts frequently have expressed reluctance to overrule their own 
prior decisions, such action is by no means unknown. Case law is 
fluid, dynamic, and responsive to change. Because of this, however, 
no one can say what the law actually is, as applied to a given state¬ 
ment of facts, until the highest court has spoken. The term “the 
common law” is sometimes applied to case law, although the two 
terms are not synonymous. 

3. Administrative law .—In addition to the recorded decisions of 
the federal and state courts, administrative agencies of government 
issue regulations and rulings that have the compulsion of law until 
overruled by a court of competent jurisdiction. Thus, for example, 
the Director of Internal Revenue is free either to accept or to reject 
the decisions of the lower federal courts as precedents on questions 
of taxation. He must respect only the decision of the Supreme 
Court of the United States. 

One major objection to this proliferation of administrative rulings 
is the difficulty of finding what the law is at any given time, even by 
the most expert in the field. This difficulty is reduced, to some ex¬ 
tent, by the publication of excellent summaries of these rulings, in¬ 
dexed and classified in great detail. Thus, there are modern reporting 
services, with both codes and current material in loose-leaf volumes, 
covering the fields of taxation, labor law, the Interstate Commerce 
Commission, the Federal Trade Commission, the Federal Communi¬ 
cations Commission, the Civil Aeronautics Authority, and, more 
recently, the rulings of the Atomic Energy Commission. 

The college business officer would do well to become familiar with 
the resources of the law libraries in his community and to accumu¬ 
late his own reference file of statutes, administrative regulations, and 
rulings. 


THE LAW OF CONTRAQS 

Authorization 

The institutional bylaws and regulations of every college and 
university should be clear and specific with reference to the designa¬ 
tion of officers authorized to execute contracts. There should be no 
question on this point. Many unfortunate and costly misunderstand- 
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ings can be avoided by restricting the number of individuals author¬ 
ized by statute or by implication to enter into contractual relation¬ 
ships binding upon the institution. 

Usually little difficulty is experienced with the question of who 
is authorized to sign formal contractual documents. Few deans or 
departmental chairmen would presume to sign such an instrument on 
behalf of the institution. However, some institutions permit them to 
negotiate with prospective faculty members the terms and condi¬ 
tions of their contracts of employment. Unless care is taken in the 
wording of letters, the exchange of correspondence may create binding 
contractual obligations. Implied or apparent power to execute a con¬ 
tract may be as effectual as the actual delegation of such power. Con¬ 
sequently, it will be found worth while to review periodically current 
procedures with reference to the employment and promotion of 
personnel and the purchase of supplies and equipment. Even though 
the institutional bylaws and statutes state specifically that all con¬ 
tracts must be signed by designated officers, unless this limitation of 
authority actually is known to the other party to the proposed agree¬ 
ment, the institution may be bound. 

This issue comes under the heading of the implied and apparent 
authority of an agent to bind his principal in the absence of express 
powers. The general rule is not difficult to state, but it is much more 
difficult to apply in the many complex situations of actual cases. 

. . . Where a principal has by his voluntary act placed an agent in such a 
situation that a person of ordinary prudence, conversant with business 
usages and the nature of the particular business, is justified in presuming 
that such agent has authority to perform on behalf of his principal a par¬ 
ticular act, such particular act having been performed, the principal is 
estopped, as against such innocent third person, from denying the agent’s 
authority to perform it.^ 

It is not enough to deny authority to an ostensible agent. If his 
principal has permitted him, in the past, so to conduct himself that 
reasonably prudent individuals are led to believe that he has con¬ 
tinuing authority to bind his principal, his authority to such persons 
so to act will be presumed conclusively to have been given.^ 

^Johnston v. Milwaukee & Wyoming Investment Co ., 46 Neb. 480, 490, 64 N.W. 
1100, 1102 (1895); cited in Storage Co . v. Cox , 1 A Ohio St. 284, 294, 78 N.E. 371, 372 
(1906). 

“Mechem, Outlines of the Law of Agency , §105 (3rd ed.; 1923). 
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Facsimile signatures 

If the governing board has authorized the use of facsimile signa¬ 
tures on checks or other documents, special procedures should be 
adopted to prevent unauthorized usage. 

Forms 

The purchase order form, the form letters of appointment and pro¬ 
motion, and all other forms used by the institution in the day-by-day 
creation of contractual obligations should be scrutinized by its legal 
counsel. Proposed revisions of such forms should be subjected to the 
same careful legal analysis and appraisal. 

Deeds, leases, and other formal contracts, especially those in¬ 
volving major sums, should receive legal review before execution. 
Prevention of litigation is a prime objective of the lawyer. Where an 
institution is an active buyer and seller of real estate in the com¬ 
munity in which it is located, consideration should be given to having 
one administrator develop his knowledge of the legal incidents in¬ 
volved so that ordinary transactions can be handled internally. 

The pledge as a contract 

Are pledges valid obligations, enforceable by a court of law as 
ordinary commercial contracts? Colleges are compelled frequently to 
rely upon the validity of charitable subscriptions. Plans must be 
based upon the assumption courts will enforce, if necessary, the 
payment of pledges to support the work of the institution under¬ 
taken in reliance on such pledges. Although American courts have, 
within recent years, recognized the validity of charitable subscrip¬ 
tions, their reasons for taking this position have been conflicting and 
confusing. 

This conflict with legal logic arises from the fact that the common 
law of England and America developed the theory of contracts upon 
the assumption that moral obligations should not be enforceable in 
a court of law. The Roman law had provided for the recognition of 
such obligations of conscience, but the English common law courts 
rejected this alien intruder from the civil law. The English judges 
were willing to hold people to their bargains, but they would not 
enforce their gratuitous promises unless such promises were executed 
in solemn form under seal. In other words, mutuality was of the 
essence of the bargain, so far as the common law courts were con- 
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cerned. The value of the consideration to bind the contract need be 
only nominal—even a peppercorn has been held sufficient. 

This necessity for consideration gave the courts grave difficulties 
when they were confronted with the problem as to whether they 
should permit an individual to revoke his promise to make a gift to 
a college or other charitable organization. The English courts have 
refused consistently to enforce gratuitous subscriptions.® 

The early American courts* were almost unanimous in their re¬ 
fusals to enforce charitable subscriptions. However, public opinion 
in this country was not satisfied with the English doctrine, and the 
courts were under increasing pressure to hold subscribers to charities 
bound legally upon their promises. As one legal writer has said: 

. . . The hundreds of American charitable subscription cases attest the 
fact that our courts intend to enforce these promises, even though they are 
compelled to warp either the doctrine of consideration or that of estoppel 
in order to reach the desired result. . . . The courts do not intend to per¬ 
mit promisors to go scot free because prevailing common law doctrines lack 
the breadth necessary to hold them bound.® 

Minors and the contract of enrollment 

Traditionally, colleges looked to the parent rather than to the stu¬ 
dent for the payment of tuition and other charges. To an increasing 
degree, colleges today expect the student to make his own arrange¬ 
ments for enrollment and for the payment of fees. However, it should 
be kept in mind that, in the eyes of the law, the student is an infant 
until he has reached the age of majority. At the common law, an 
infant becomes of age the first instant of the day preceding the 
twenty-first anniversary of his birth. By statute in many states, a 
girl reaches her majority at the age of eighteen.® 

In general, an infant may, at his pleasure, repudiate and disaffirm 
his contracts. This rule of protection has few exceptions. In most 
jurisdictions, an infant need not even return goods purchased or 

^ In re Hudson, 54 LJ. Chi. 811 (1885). 

^Foxcroft Academy v. Favor^ 4 Me. 382 (1826); Bridgewater Academy v. Gilbert, 
2 Pick. 579 (Mass. 1824); Trustees of Farmington Academy v. Allen, 14 Mass. 171 
(1817); Phillips Limerick Academy v. Davis, 11 Mass. 112 (1814); Stoddard v. 
Cleveland, 4 How. Pr. 148 (N.Y. 1849). 

®Billig, “The Problem of Consideration in Charitable Subscriptions,’^ 12 Cornell 
L.Q. 467, 479 (1927). 

®This is true in Arkansas, Idaho, Illinois, Maryland, Minnesota, Montana, Nevada, 
North Dakota, Oregon, South Dakota, and Utah. 
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restore the consideration as a condition of disaffirmance.'^ The major 
exception to the rule that an infant may disaffirm his contracts is the 
well-established principle that an infant may make himself liable for 
goods and services that are necessary, considering his position and 
station in life. Even for what the law has held to be ''necessaries/' 
an infant is liable merely for the reasonable, not the contractual, 
price for such goods or services. It depends upon the facts in each 
case whether goods or services contracted for by an infant are neces¬ 
sary. 

Apparently, the first American case on the legal status of a college 
education was decided by the Supreme Court of Vermont in 1844.® 
The defendant enrolled in August 1836, at the age of fifteen, in 
Middlebury College. After the death of his father in 1837, the col¬ 
lege attempted to collect tuition, room, and board from the student 
himself. The court, in its opinion, held that: 

... A good common school education, at the least, is now fully recognized 
as one of the necessaries for an infant. But it is obvious that the more ex¬ 
tensive attainments in literature and science must be viewed in a light some¬ 
what different. . . . The mass of our citizens pass through life without them. 
. . . And we therefore consider that such an education should not be ranked 
among those necessaries, for which he could, as an infant, render himself 
. . . liable by contract.® 

In 1926, the Supreme Court of the State of Washington'^® held 
that a college education was a necessary for a daughter who had 
displayed remarkable aptitude for classical studies, although her 
father was a railroad conductor with an annual salary of about 
$3,000. The reasoning of the court is of interest: 

The rule in Middlebury College v. Chandler^ supra, was clearly based upon 
conditions which existed at that time. An opportunity at that early date for 
a common school education was small, for a high school education less, and 
for a college education was almost impossible to the average family. . . . 
But conditions have changed greatly in almost a century that has elapsed 
since that time. Where the college graduate of that day was the exception, 
today such a person may almost be said to be the rule. ... It cannot be 
doubted that the minor who is unable to secure a college education is gen¬ 
erally handicapped in pursuing most of the trades or professions of 
life. . . 

^ This is not true in California, North and South Dakota. 

^Middlebury College v. Lyman A. Chandler, 16 Vt. 683 (1844). 

^Id, at 686. 

^Esteb V. Esteh, 138 Wash. 174, 244 Pac. 264 (1926). 

^ Id, at 182, 183, 244 Pac. at 267. 



Legal Problems 


159 


However, in 1930, when the courts of Indiana” and Massachu- 
setts^** were faced with the same problem, both of them declined to 
follow the lead of the Washington court. In the Massachusetts case, 
the two defendants signed a lease for a suite of rooms in a privately 
owned residence hall used exclusively for students at Harvard Uni¬ 
versity. The court held that: 

The [trial court] ruling “as a matter of law that a college education is not 
such a necessary as to either defendant as to take the contract out of the 
rule relating to infants” was proper.^^ 

In 1938, a Massachusetts court^® permitted the plaintiff to recover 
the full tuition, with interest, paid for courses of instruction in avia¬ 
tion on the basis that the contract of enrollment had been signed 
while the plaintiff was still a minor. The judge ruled that the courses 
of instruction were not necessaries and, hence, the plaintiff could 
disaffirm the contract, even though he took no action by way of 
disaffirmance for almost a year after attaining majority. 

It is obvious that the common law has not kept pace with modern 
educational concepts and procedures. In view of the many millions 
of dollars involved in the tuitions paid by minors each year to our 
American colleges and universities, this “cultural lag” presents po¬ 
tential hazards of some magnitude. An institution may avoid this 
hazard by obtaining the signature of the parent or guardian on the 
enrollment application and other contractual documents. The addi¬ 
tional administrative cost involved may exceed the possible loss to 
be anticipated if this precaution is not taken. Many institutions 
require student loan fund notes to be endorsed by one or more re¬ 
sponsible adults. 


THE LAW OF CHARITIES 

The law of charities affects colleges and universities in two major 
respects. In the first place, most private educational institutions, and 
some tax-supported institutions as well, exist in the eyes of the law 
as charitable corporations. Second, the rules of law pertaining to 
charitable trusts are applicable to educational institutions insofar 
as they hold endowments or other funds, the use of the principal or 

“ Morris V. Morris , 92 Ind. App. 6S, 171 N.E. 386 (1930). 

'^Moskow V. Marshall , 271 Mass. 302,171 N.E. 477 (1930). 

” W. at 305, 171 N.E. at 478, 479. 

“ Adamowski v. Curtiss-Wright Flying Service , Inc ., 300 Mass. 281, IS N.E. 2d 467 
(1938). 
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income of which is restricted by the terms on which such funds were 
received. 

The charitable corporation 

The charter granted by the state to an educational institution 
usually has the effect of creating a charitable corporation. Thus, title 
to the assets of a college is ordinarily held by the corporate entity 
and not by the members of the governing board as trustees. Ques¬ 
tions of this nature should be resolved by legal counsel after review 
of the charter and other pertinent documents. 

The corporate status of tax-supported institutions of higher edu¬ 
cation has received considerable attention in legal literature.^' In a 
few states they have been treated by the courts as though they were 
charitable corporations. In others, they are considered to be non¬ 
corporate departments or divisions of the state government. In the 
majority of jurisdictions, they are designated as public or quasi¬ 
corporations, subject to a high degree of control by the legislature. 

A few colleges and universities enjoy a special corporate status by 
virtue of provisions in the constitutions of their states. As construed 
by the courts, these institutions have been held to derive their exist¬ 
ences and powers from the same supreme authority, namely, the 
constitutions, which created the judicial, legislative, and executive 
branches of the state governments. Hence, as separate and distinct 
constitutional bodies, they are free from direct interference by the 
other coordinate divisions of the state governments. 

The law of charitable trusts 

Charity, in its popular sense, means whatever is bestowed on the 
needy or suffering for their relief. In the eyes of the law, however, 
charity is not confined to mere almsgiving but has a much voider 
significance, embracing the improvement of social conditions and the 

Chambers, The Judicial History of Certain Mid-West State Universities y Proceed¬ 
ings, 1933, Washington, D.C.; Association of Governing Boards of State Universities and 
Allied Institutions, pp. S7-'6S; Chambers, The Structure and Legal Status of the Govern¬ 
ing Boards of State Institutions of Higher Education in the United States, Doctor’s 
Thesis, Ohio State University, 1931 (Abstract of Doctors’ Dissertations No. 6, Columbus) 
Ohio State University Press, 1931, pp. 39-47; Chambers, ‘‘State Administration of 
Higher Education in Ohio,” Educational Research Bulletin (Ohio State University) 
10:395-403; October 2S, 1931; Chambers, “Colleges and Universities in the Federal 
Courts,” 2 Educational Law and Administration, 77 (1933); Peabody, “The Legal 
Status of the University of Maine,” 13 Maine L. Rev., 187 (1920); 2 Dcik. L. Rev., 309 
(1928)* 
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promotion of the happiness and well-being of mankind. At the same 
time, the courts have made clear that while all charity may be 
motivated by benevolence, all benevolence is not necessarily charity 
in the legal sense. Charities, recognized as such within the meaning 
of the law, must in some degree be public in character. As a result a 
line of demarcation exists between private benevolence and charitable 
giving, and between private trusts and charitable trusts, with the ele¬ 
ment of public benefit and advantage being present in the latter case. 
Where charity in the legal sense is involved, the peculiar provisions 
of the law of charitable trusts are applicable. 

One example is where an individual gives a college a sum of 
money to pay the tuition of young men and women. If the donor 
retains the right to designate the recipients, the situation is one of 
private benevolence and the college should treat the amount received 
as prepaid tuition and not as a gift of a scholarship fund. On the 
other hand, if the donor establishes standards for the selection of 
the recipients and places the administration of the selection in the 
hands of the institution or an independent board, the amount re¬ 
ceived may be treated as a gift of a scholarship fund notwithstand¬ 
ing that the selection is to be from a restricted group. 

Another example of the distinction between charitable and private 
benevolence occurs in the administration of endowment funds, the 
use of the principal or income of which is restricted by the terms 
under which such funds were received. Under such circumstances, 
the law of charitable trusts is applicable to an educational institution 
in its capacity of a charitable corporation. The American Law Insti¬ 
tute Restatement, Trusts, “Introductory Note,” 1090, 1093-94, 
states the rule as follows: 

Although a gift to a charitable corporation for one or more of its purposes 
does not create a charitable trust, the rules of law which are applicable 
are to a large extent those which are applicable to charitable trusts, since 
the ends to be served are the same. 

In the administration of restricted endowment funds, it may be¬ 
come desirable to use the income or principal of a fund in a manner 
not permitted by the restricted terms governing the fund. In the case 
of the ordinary private trust, such a modification may be effected 
with the consent and approval of all parties to the trust—^the bene¬ 
ficiaries, the trustees, and the creator of the trust. Where the trust 
is charitable, however, the public interest must also be considered 
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before any modification can be made. Thus, if a college has received 
an endowment fund on terms permitting use of the income only, the 
subsequent consent and approval of the donor is not sufficient to 
permit the college to expend a portion of the principal of the fund. 
Once the endowment fund is established, a public interest becomes 
vested and only a court, exercising the ancient power of cy pres, 
can authorize any modification. 

College and university administrators are urged to review, with 
some measure of regularity, the terms and conditions under which 
their institutions hold restricted endowment and other funds. The 
original instruments of gift should be indexed and preserved with 
scrupulous care. Excerpts from these original instruments containing 
the pertinent provisions should be cross-indexed and transcribed in 
convenient loose-leaf manuals for easy reference. A reputation for 
meticulous conformity with the terms and conditions of all gifts is a 
most valuable asset for any college. 

College administrators can render a major service to the insti¬ 
tution and to its donors by well-considered suggestions at the time 
of the drafting of an instrument of gift and before a gift has been 
accepted. In most instances, a high degree of flexibility in the terms 
of the gift, especially where an endowment fund is created, is highly 
desirable so that it will permit adjustments in the future to chang¬ 
ing conditions without the necessity of seeking court approval. In 
some cases, moreover, donors will wish to make wholly unrestricted 
gifts which the institution will set up as a fund and use only the 
income for the time being. Such a fund is, of course, the absolute 
property of the institution and the law of charitable trusts has no 
application to its administration. 

THE LAW OF TORTS 

To what extent are colleges and universities liable for the negli¬ 
gence of their officers, employees, and agents? Any attempt to 
answer this question necessarily must be incomplete, because the 
courts of the different states are not in agreement, and even in the 
same state, courts are adopting gradually new doctrines as social 
conditions evolve. Although the publicly controlled as well as the 
privately controlled colleges and universities may, within a given 
jurisdiction, enjoy practically the same degree of tort immunity, 
their immunity rests upon quite different legal concepts. The state 
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university, as an instrumentality of the sovereign power of govern¬ 
ment, exercising and conducting a necessary function of government 
(in contra-distinction to the so-called “proprietary function of 
government”) usually is immune from suit. This immunity is based 
upon medieval philosophy of English common law, carried over into 
our American jurisdictions without adequate rationalization, and 
expressed in the legal maxim “The King can do no wrong.” 

In the absence of statutory permission, no one may bring suit 
against a sovereign state or an instrumentality thereof for injuries 
inflicted in the exercise of its sovereign functions. Practically all 
American jurisdictions have held that education is a primary re¬ 
sponsibility of government and that a state university or college is 
thereby exercising a primary or sovereign function. Hence, it follows 
that such an institution is immune from suit unless the state has seen 
fit, by statute, to set up administrative or judicial machinery to hear 
and adjudicate claims.’^^ 

The immunity of the privately controlled and endowed university 
or college in this country may be traced back through the English 
law of charities, with the doctrine of immunity in tort first clearly 
stated in a case before the House of Lords in 1846, Feoffees of 
Heriot’s Hospital v. Ross}^ This case, criticized subsequently and 
repudiated partially by the same English court,did not even in¬ 
volve a tort claim, but a dictum of the court has been relied upon 
since that date for the basis of what is termed the “trust fund 
doctrine” of immunity of charities; that is, that, to permit a re¬ 
covery of damages from the trust property, would result in a diver¬ 
sion of trust funds from the purpose for which they were given, i.e., 
a desire on the part of the court to protect these funds from “the 
hungry maw of litigation. 

In some jurisdictions, an attempt is made to classify the issues by 
making a distinction between the situation wherein the claimant is 
one who has been benefited directly by the charitable funds (a 
student in a college, a patient in a hospital), as contrasted with a 

Nutting, “Legislative Practice Regarding Tort Claims Against the State,” A Mo. L, 
Rev. 1 (1939). 

^ 12 CL & Fin. S07, 8 Eng. Rep. 1508 (1846). 

Mercy Docks Trustee v. Gibhj 11 H.L.Cas. 686, 11 Eng. Rep. 1500 (1866). 

^3 Scott, Trust 2149 (1939). For a very complete collection of authorities adopting 
the various theories upon which this doctrine of nonliability of charities is rested, see 
Note, 14 A.L.R. 572 (1921); comment, 34 Yale L. J. 316 (1925); 72 XJ. of Pa. L. Rev. 
443 (1924). 
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stranger to the charity (a member of the general public). Other 
distinctions drawn include the patient who has paid something for 
his services in the hospital, as against one who has paid nothing. 
Others attempt to find a distinction between the administration of 
the educational plant or hospital building and the supervision of 
property owned by the charity, but used for commercial purposes 
for the production of endowment income, such as a downtown office 
building.-^ Only a careful analysis of all important cases on the sub¬ 
ject within a given jurisdiction will indicate the degree and scope of 
the liability of charities in that state. 

If the “trust fund theory” is adopted by the courts of a state, it 
follows necessarily that a charitable institution is under no liability 
either to a recipient of benefits, to an employee, or to a stranger, and 
it is immaterial whether the injury was due to the fault of an em¬ 
ployee or the fault of the trustees themselves. Such a sweeping ex¬ 
emption has been granted by few jurisdictions. 

Another and less sweeping doctrine is that of respondeat superior. 
A master is held responsible for the negligence of his servant, a 
principal for his agent, on the ground that he derives a profit or 
benefit from the acts of his servant, and must, therefore, accept the 
burden of those acts with the benefits. This rationalization of vicari¬ 
ous liability of an employer obviously breaks down if no profit is 
derived by the principal, and under this theory the charitable insti¬ 
tution is not liable for the negligence of employees or agents, but is 
held liable for negligence of the trustee, either in his conduct of the 
charity or in the selection and retention of improper or incompetent 
employees. A variation of this respondeat superior theory is what is 
termed “the New York doctrine,” which exempts hospitals from 
liability for the negligence of doctors and nurses on the theory that 
they are, in effect, in the service of the patient and not of the hospi¬ 
tal and that the hospital has performed its full duty in exercising due 
care in their selection and retention.^* 

Other courts, in search of abstract justice in the situations pre¬ 
sented to them, have evolved what has been termed the “waiver 
theory” of immunity. Courts have been reluctant to refuse re¬ 
covery for injuries to employees and strangers, but have felt that it 
would be unjust to permit one who was a direct recipient of the 

Gambel v. Va7tderbilt University, 13S Tenn. 616, 200 S.W. 510 (1917). 

Sckloendorff v. New York Hospital, 211 N.Y. 125, 105 N.E. 92 (1914); Note, 
‘‘Damage Liability of Charitable Institutions,’^ 19 Mich. L. Rev. 395 (1921). 



Legal Problems 


165 


charity to deplete further the funds available for charitable use by 
claims for compensation. This theory was stated first with clarity in 
1901 when a federal court^^ declared that an individual, by his very 
act of accepting the benefit of a charity, thereby waived any right 
to hold it liable in damages for injuries. This would bar recovery by 
a charity patient, but would permit recovery if it were shown that 
the patient or student paid his full cost of service rendered. 

Other courts, recognizing the futility of rationalization, have fallen 
back upon the broad, if ambiguous, doctrine of “public policy.” In 
the last analysis, it is public policy, or at least the judges’ concept 
thereof, that is the real support for the charities exemption from tort 
liability. In the actual cases before them, the judges frequently have 
been impelled to permit the loss to fall upon the individual rather 
than shift it to the charity. 

Under the impact of criticism, courts in several jurisdictions 
gradually are extending the area in which charitable institutions 
must respond in damages for injuries to beneficiaries, employees, 
and the general public. 

Courts in the following jurisdictions have held charitable and 
educational institutions to the same degree of liability in tort as that 
demanded of commercial enterprises: Arizona, California, Delaware, 
Iowa, Kansas, Minnesota, New Hampshire, North Dakota, Rhode 
Island (apart from statutory law), and Vermont. Puerto Rico also 
has followed this rule. 

States that have shown recently a strong tendency to adopt the 
same strict test of liability are; Alabama, Florida, Mississippi, New 
York, Oklahoma, and Utah. In the District of Columbia, it is still an 
open question as to whether a charity is held to total or to partial 
liability in tort. In Hawaii, a charity is not immune for acts com¬ 
mitted in the conduct of its non-charitable activities. On the question 
of immunity itself, there are no recorded cases. 

On the other hand, ten states grant complete immunity to chari¬ 
ties within their borders. They are: Arkansas, Kentucky, Maine, 
Maryland, Massachusetts, and Missouri (excepting torts committed 
in the course of non-charitable activities), Oregon, Pennsylvania 
(except for non-charitable activities). South Carolina, and Wis¬ 
consin (except for breach of a statutory duty). 

Sixteen states have adopted a rule of partial immunity, depend- 

Powers V. Mass. Homeopathic Hospital, 109 Fed. 294 (1st Cir. 1901). 
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ing primarily upon the victim’s status or the nature of the negligence 
charged. These include: Connecticut, Georgia, Idaho, Indiana, 
Louisiana, Michigan, Nebraska, Nevada, New Jersey, North Caro¬ 
lina, Ohio, Texas, Virginia, Washington, West Virginia, and 
Wyoming. 

In the following three states immunity is restricted to granting 
trust property of the institution freedom from execution under a tort 
judgment: Colorado, Illinois, and Tennessee. 

The courts in three other states apparently have not been called 
upon, as yet, to pass upon the issue: Montana, New Mexico, and 
South Dakota. 

According to the majority of legal authorities, the trend of recent 
decisions is away from immunity and toward full liability. For a 
more complete discussion of this problem, reference should be made 
to Notes, 25 A.L.R. 2d 142,203 (1952). 

It is important to keep in mind that every individual, except 
infants and the insane, is responsible for his own acts of negligence 
even though his institution may enjoy immunity from tort liability. 

THE LAW OF TAXATION 

Many of us are prone to forget that exemption from taxation is 
not an inherent right of educational institutions. The justification for 
releasing them from the tax burden has been based upon the fact 
that they purport to perform essential functions that otherwise 
would require support from the proceeds of taxation itself. Relief of 
the indigent, care for the ill and injured, and education of the youth 
of the country were recognized early as functions that might be dele¬ 
gated appropriately to charitable organizations and corporations. 

This willingness to delegate the public functions of poor relief, 
care of the infirm, and education to institutions not subject to the 
direct control of the electorate could manifest itself only in a com¬ 
munity convinced of the inherent value of private initiative. By 
granting tax exemption to organizations willing to assume such 
public functions, it was anticipated that wealthy individuals would 
thus be encouraged to give more liberally and thereby relieve the 
state of a portion of its burdens. However, public sentiment in favor 
of extending tax exemption to educational institutions has varied 
widely during the period of national development. 

There is a growing tendency to weigh relative values. To what 
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extent is it in the public interest that educational institutions shall 
continue to enjoy tax exemption? Tax exemption is a privilege 
and it must be so considered by all institutions that enjoy it. Edu¬ 
cational institutions should conduct their affairs so as to continue 
to merit the public confidence thus expressed. 

Property tax exemption 

Publicly controlled institutions. —Since there is no valid fiscal 
reason for a state to levy tax upon its own property, the assets of 
state and municipal universities and colleges usually are exempt 
from property taxes. The issue has been litigated when there has 
been some question as to the legal status of the organization or 
institution holding title. In a few states the courts, for many years, 
ruled that state-supported institutions were private rather than pub¬ 
lic corporations.^'^ If title to the property is held by trustees or by a 
separate corporation, even though the income therefrom is used for 
the benefit of the state institution, the courts may hold that the 
property itself is not free from tax assessment. 

Privately controlled institutions.—In general, all property of 
institutions of higher education used directly for educational pur¬ 
poses is exempt from state and local tax assessment. The courts of 
Minnesota, Mississippi, Missouri, Nebraska, and Tennessee^® have 
gone so far as to extend exemption from property taxation to pro¬ 
prietary as well as to nonprofit educational institutions. 

The real questions of tax exemption arise in connection with 
property not used directly for instructional functions,'® that is, dormi¬ 
tories, dining halls, athletic fields, service property, faculty housing, 
and property held as an investment of institutional funds. 

A few fortunate institutions enjoy complete exemption in per¬ 
petuity from property taxation by virtue of the provisions of their 
charters. Under the doctrine of the Dartmouth College case, if 
this grant of tax immunity was received as the result of a special act 
of legislation, without a reservation of power to amend, our courts 
have held that it constitutes an irrevocable contract between the state 

“‘State ex rel. Robinson v. Carr, 111 Ind. 335, 12 N.E. 318 (1887); Orono v. Kappa 
Sigma Society, 108 Me. 320, 80 Atl. 831 (1911). 

“T. E. Blackwell, “The Tax Status of College Property,” College and University 

Business, Vol. 7, No. 3, p. 37. 

M. Chambers, “What College Property Is Tax Exempt?” College and University 
Business, Vol. 1, No. 3, pp. 30-31. 
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and the incorporators that cannot be impaired without violating the 
federal Constitution.-’' 

Although some attempts have been made to assess taxes against 
college dormitories and dining halls, the courts usually have held 
that the maintenance of proper living conditions for students is an 
essential function of higher education. The same line of judicial 
reasoning has expanded the scope of educational functions to in¬ 
clude as tax-exempt institutional property the president’s home, 
faculty housing, athletic fields, and service property. However, 
property held as an investment of institutional funds usually has 
been subjected to taxation. 

Income tax exemption 

The Revenue Act of 1950 represents the first effort of the Federal 
Government to subject the general income of nonprofit educational 
institutions, under certain conditions, to taxation. It is beyond the 
scope of this discussion to trace, in any detail, the development of 
public opinion that induced Congress to enact this legislation. The 
outright purchase of large commercial enterprises, and the expansion 
of the sale-and-lease-back arrangement by certain educational insti¬ 
tutions and foundations is a matter of history. 

Title III of the Revenue Act of 1950 added to the Internal 
Revenue Code a new Supplement U, consisting of four new sec¬ 
tions.^* The purpose of these new additions to the code was to estab¬ 
lish the concept of “Supplement U Net Income.” This is defined as 
the amount by which the “unrelated business income” exceeds 
$ 1 , 000 . 

“Unrelated business income,” as defined in the statute, includes 
two major categories: (1) the gross income derived from any trade 
or business the conduct of which “is not substantially related (aside 
from the need of such organization for income or funds or the use 
it makes of the profits derived) to the exercise or performance by 
such organization of its charitable, educational, or other purpose or 
function constituting the basis for its exemption under section 
10,”^® and (2) that part of the gross amount of rental income derived 
from any Supplement U lease. A Supplement U lease is defined as 

” T. E. Blackwell, “Exemption from Property Taxes by Charter Right,” College and 
University Business, Vol. IS, No. 6, pp. 46-47. 

®Int. Rev. Code §§ 421-424. 

^’Int. Rev. Code § 422 (b). 
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“a lease for a term of more than five years ... if at the close of 
the . . . taxable year there is a Supplement U lease indebtedness .. . 
with respect to such property.”^® Supplement U lease indebtedness is 
defined as “the indebtedness incurred by the lessor in acquiring or 
improving such property.”®^ 

Thus, Congress was concerned only with income derived from 
activities unrelated to the primary objectives of the tax-free organi¬ 
zations. In the case of income from the ownership of real estate, the 
act imposes a tax only if the property was acquired with borrowed 
capital and leased for a comparatively long term. Under the theory 
adopted by the lawmakers, a charitable organization that borrows 
money to acquire business real estate and immediately leases such 
property either to the company from which it was purchased (the 
“lease-back”) or to a third person, has changed its status from 
that of the passive recipient of income to that of an active participant 
in business. 

There are three primary exclusions from this category of Supple¬ 
ment U leases. The first excludes from the tax on “lease-backs” the 
“related” leases, that is those entered into primarily to further the 
purpose of the exempt organization rather than to gain special 
benefits from its tax exemption. 

The second primary exclusion from the category of Supplement 
U leases related to property acquired by gift, bequest, or devise 
before July 1, 1950, and which, at the time of acquisition, already 
was subject to both mortgage and lease. 

The third exclusion limits the application of the Supplement U 
lease tax where only a part of the property is leased out on long¬ 
term leases, that is, for more than five years. Thus, no tax would be 
imposed if a substantial portion of the property is rented out on a 
short-time basis, and if the long-time leases were not concentrated 
in a small group of leaseholders. Such a pattern would indicate 
that there had been no attempt to trade on tax-exemption privileges. 

Under the provisions of the Revenue Act of 1954, rental income 
of property acquired or improved with borrowed funds is taxable, 
even if the lease is for less than five years, if the same business 
tenant occupies the property for more than five years. 

Since the whole philosophy of the unrelated business tax is to 

” Int. Rev. Code § 423 (a). 

"Int. Rev. Code § 423 (b) (1). 
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burden only those charitable organizations engaged actively in busi¬ 
ness activities, the statute excludes from unrelated business income 
all dividends, interest, annuities, royalties, and rents that represent 
the passive receipt of income by an investor/" 

Another source of income of nonprofit organizations excluded 
specifically^" from the imposition of tax is the conduct of research 
for any instrumentality of the Federal Government or for any state 
or political subdivision. In the case of colleges, universities, hospi¬ 
tals, and other organizations operated primarily for the purpose of 
conducting fundamental research, the results of which are available 
freely to the general public, all income derived from such research 
is eliminated from the category of “unrelated business income.” 

Under the Revenue Act of 1950, the Supplement U tax did not 
apply to the unrelated business income of universities and colleges of 
states and local governmental units. However, the 1951 act extended 
the Supplement U tax to income derived after 1951 from any un¬ 
related business activities carried on by the tax-supported institu¬ 
tions, including any “lease-back” income, or trade or business of their 
“feeder” corporations. 

Other tax problems 

Since the tax-withholding paragraphs of the Internal Revenue 
Code now make the employer an agent of the tax collector, the col¬ 
lege business officer must determine, at his peril, the tax status of 
every payment he makes to individuals. 

Fellowship stipends .—Much of the creative and original work in 
basic research has been done by young men and women financed by 
the modest stipends paid to them as the result of their having been 
awarded doctoral and postdoctoral fellowships. If these fellows did no 
teaching, their cash stipends have been, traditionally, considered 
gifts or gratuities and therefore not subject to the federal income 
tax. However, the Internal Revenue Service began to show an in¬ 
creasing interest in the tax status of these cash stipends. If the 
donor of the fellowship was a commercial corporation, and if there 
were any retention of patent rights or control of publication of the 
results of research, the stipend was held to be a salary and not a 
gift. 

Int. Rev. Code § 422 (a) (l)-(3). 

*’Int. Rev. Code § 422 (a) (7) (8). 
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In the case of postdoctoral fellowships, even if granted from funds 
received from a foundation, the scope of the research had to be 
clearly in furtherance of the educational advancement of the holder 
of the fellowship. If he has completed his general education and is 
pursuing a career in his chosen field, the fellowship stipend was 
usually held to constitute income for service rendered, and was re¬ 
quired to be included in gross income for federal income tax 
purposes. 

The Revenue Act of 1954 states that, as a general rule, amounts 
received as scholarship or as fellowship grants, including the value 
of room, board, and laundry received as part of the grant, are 
excludable from gross income for tax purposes. The exclusion ex¬ 
tends also to amounts received to cover the cost of travel, research, 
clerical help, and equipment necessary for the educational program of 
the scholar or fellow. 

If, however, any portion of the amount of the grant represents 
payment for teaching, research, or other services in the nature of 
part-time employment required as a condition to receiving the grant, 
the amount so received is taxable, unless the teaching, research, and 
others services are required of all candidates for a particular degree. 

If the recipient of the grant is not a candidate for a degree, the 
exclusion may not exceed $300 a month for a maximum of thirty-six 
months and the grantor must be an organization exempt from tax¬ 
ation or a federal agency. 

Employee room and board .—The Revenue Act of 1954 clarified 
the tax status of meals and lodging furnished an employee by his 
employer. The monetary value of such meals and lodging may be 
excluded from the employee’s income if (a) they are furnished by 
his employer for the convenience of the employer and (b) if, 
in the case of meals, the meals are furnished on the business 
premises of the employer and (c) if, in the case of lodging, the 
employee is required to accept such lodging on the business premises 
of his employer as a condition of his employment. 

Prizes and awards .—Prior to the passage of the Revenue Act of 
1954, there was an increasing tendency on the part of the Treasury 
Department to subject prizes and awards to taxation. Under the new 
act, such awards are tax free if they are made in recognition of 
religious, charitable, scientific, educational, artistic, literary, or 
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civic achievement, and if the recipient was selected without action 
on his part and is not required to perform substantial future 
services to obtain the award. 

Charitable contrihutions.—Amther provision of the 1954 
Revenue Act of interest to educational institutions was the one 
which permits taxpayers to deduct up to 30 percent of the adjusted 
gross income for contributions to charity, instead of the 20 percent 
previously permitted, providing the extra 10 percent goes to a 
church or association of churches, an educational institution or a 
hospital. 

Trust income.—Some colleges have been the beneficiaries of 
trusts wherein the individual establishing the trust retains the right 
to ter min ate the trust. Prior to 1954, if the individual could termi¬ 
nate or modify the provisions of the charitable trust within a term 
of ten years or, in some cases, fifteen years, the trust income was 
taxable. This made it rather difficult to persuade wealthy individuals 
to establish such trusts. Under the Revenue Act of 1954, this time 
element was reduced to two years. Those philanthropically inclined 
will be less reluctant to tie up their funds for this briefer term. 

Valuation of gifts other than cash. —Since the donor is entitled 
to deduct the full present value of his gift, not its original cost, in 
computing his taxable income for the year, the college business offi¬ 
cer, in acknowledging the gift, is called upon sometimes to obtain an 
appraisal of its value. 

In the case of listed securities, the market value as of the date of 
the gift is ascertainable readily. However, if the gift is a work of 
art or other commodity not salable readily, the question of valua¬ 
tion may call for careful consideration, especially if the appraisal 
value obtained by the college does not coincide with the valuation 
placed thereon by the donor. 

The Revenue Act of 1954. —The Revenue Act of 1954 was signed 
by the President while this chapter was being prepared for publica¬ 
tion. It is the first complete revision of our Internal Revenue Code 
and contains many sweeping changes. Until these changes have 
been reflected by modified tax rulings and interpreted by court 
decisions, it will be difficult to write with much assurance in this 
area. All of the comments in this chapter on taxation must be read 
in the light of this new act. 
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THE LAW OF COPYRIGHT AND PATENTS 

Copyright 

Before the invention of printing with the use of movable type by 
Johann Gutenberg in 1439, unauthorized publication of manuscripts 
presented few legal problems. By 1703 the London booksellers were 
petitioning Parliament to protect their right to copy or publish 
manuscripts purchased by them from the authors. As a result of this 
agitation, the first copyright legislation in the world, known as the 
Statute of Anne, was enacted by the English Parliament in 1710. 
This act granted to the author of any book and to his assigns ex¬ 
clusive rights of publication for a term of fourteen years. The 
right could be extended for a further term of fourteen years if the 
author was still living at the expiration of the first term.®^ 

The federal Constitution (Article I, Section 8) authorized Con¬ 
gress “to promote the progress of science and the useful arts by 
securing for a limited time to authors and inventors the exclusive 
right to their respective writings and discoveries.” In 1790 Noah 
Webster, seeking protection for his famous “blue-backed speller,” 
persuaded Congress to make use of this permissive clause of the 
Constitution. This first federal copyright statute extended protec¬ 
tion only to books, maps, and charts. In 1802 prints and pictorial 
illustrations were added, musical compositions in 1831, dramatic 
compositions in 1856, photographs in 1865, paintings, drawings, 
sculpture, models, and designs in 1870, and motion picture photo¬ 
plays in 1912. The present law is based upon the Copyright Act of 
1909,^® with only minor amendments. 

In order to obtain the protection of this act, an author, or the 
one to whom he assigns his rights, must see that the word “copy¬ 
right” followed by the year and the name of the copyright owner 
appears on the title page, or its back, of every copy of his book. 
Two copies of the work, together with an application and fee for 
registration, must be sent promptly to the Register of Copyrights, 
Washington, D.C. This registration assures exclusive rights in the 
publication or other reproductions of the work for a period of 
twenty-eight years, with the right to renew the copyright for a like 
period. 

The Law of Copyright and Literary Property (1944); Shaw, Literary Property 
in the United States (1950). 

^61 Stat. 652 (1947); 17 U.S.C. §1 (1952). 
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Many people are under the impression that they may quote freely 
from copyrighted material if they merely indicate the extent of the 
quotation and give due credit. Here, the legal doctrine of “fair use” 
must be one’s guide. Some even assume that they can mimeograph 
generous excerpts from such works for distribution to students with¬ 
out the consent of the owner of the copyright if they do not sell 
the material and if they indicate the source of the quotation. Even 
the gratuitous distribution of an unauthorized abridgement of copy¬ 
righted material has been held to be an infringement, sufficient to 
entitle the copyright owner to an injunction 

In the absence of any statutory definition of infringement the courts have 
repeatedly held that copyright infringement consists of actual copying, 
whether intentional or unintentional, ... of some substantial and material 
part of that which is protected by statute. ... The copying or printing of a 
copyrighted work is an infringement, irrespective of the fact that no copies 
have been sold, or that no profits have been made from the sale of copies.=^ 

The courts long have recognized what is known as the doctrine 
of “fair use.” This doctrine was evolved in early litigation in which 
irate authors attempted to bring legal pressure upon those publishing 
unfavorable reviews of their books. These cases held that, in the 
public interest, a reviewer might include reasonable excerpts from 
the work under discussion without violation of the copyright statute. 
Textbooks, by their very nature, may be quoted freely for direct 
classroom instruction.”® 

Fair use may be defined as a privilege in others than the owner of a copy¬ 
right to use copyrighted material in a reasonable manner without his con¬ 
sent, notwithstanding the monopoly granted to the owner by the copyright. 
. . . Although the copyright law makes no provision for “fair use” of 
another’s work, the author’s consent to a reasonable use of his copyrighted 
works has always been implied by the courts as a necessary incident of the 
constitutional policy of promoting the progress of science and useful 
arts. . . 

In order to reduce litigation in this field, the Joint Committee on 
Materials for Research of the American Council of Learned Societies 

Macmillan Co, v. King^ 223 Fed. 862 (D.C. Mass. 1914). 

op. cit. supra^ note 34, pp. 323, 324. See also Chappell & Co. v. Costa, 45 F. 
Supp- 555 (S.D.N.Y. 1942). 

Oxford Book Co. v. College Entrance Book Co., 98 F, 2d 688 (2nd Cir. 1938). 

Ball, op. cit. supra, note 34, p. 260. 
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and the Social Science Research Council met in 1935 with repre¬ 
sentatives of the National Association of Book Publishers Bureau 
and agreed upon a definition of ‘^fair use3^ Although without judicial 
authority, the agreement has been of persuasive weight in subse¬ 
quent litigation. It reads as follows: 

A library, archives office, museum or similar institution owning books 
or periodical volumes in which copyright still subsists may make and de¬ 
liver a single photographic reproduction or reduction of a part thereof to 
a scholar representing in writing that he desires such reproduction in lieu 
of loan of such publication or in place of manual transcription and solely 
for the purposes of research provided 

(1) That the person receiving it is given due notice in writing that he is 
not exempt from liability to the copyright proprietor for any infringement 
of copyright by misuse of reproduction constituting an infringement under 
the copyright law; 

(2) That such reproduction is made and furnished without profit to itself 
by the institution making it. 

The exemption from liability of the library, archives office or museum 
herein provided for shall extend to every officer, agent or employee of such 
institution in the making and delivery of such reproduction when acting 
within the scope of his authority of employment. This exemption for the 
institution itself carries with it a responsibility to see that library employees 
caution patrons against the misuse of copyright material reproduced photo¬ 
graphically. Under the law of copyright, authors or their agents are assured 
of ^The exclusive right to print, reprint, publish, copy and vend the copy¬ 
righted work,” all or any part. This means that legally no individual or 
institution can reproduce by photography or photo-mechanical means, 
mimeograph or other methods of reproduction a page or any part of a book 
without the written permission of the owner of the copyright. Society, by 
law, grants this exclusive right for a term of years in the belief that such 
exclusive control of creative work is necessary to encourage authorship and 
scholarship. 

While the right of quotation without permission is not provided in law, 
the courts have recognized the right to ‘Tair use” of book quotations, the 
length of a ^Tair” quotation being dependent upon the type of work quoted 
from and the ^Taimess” to the author^s interest. Extensive quotation is 
obviously inimical to the author’s interest. 

The statutes make no specific provision for a right of a research worker 
to make copies by hand or by t 3 q)escript for his research notes, but a stu¬ 
dent has always been free to ‘^copy” by hand; and mechanical reproduc¬ 
tions from copyrighted material are presumably intended to take the place 
of hand transcriptions, and to be governed by the same principles govern¬ 
ing hand transcriptions. 

In order to guard against any possible infringement of copyright, how- 
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ever, libraries, archives offices and museums should require each appli¬ 
cant for photo-mechanical reproductions of material to assume full responsi¬ 
bility for such copying, and by his signature to a form printed for the 
purpose assure the institution that the duplicate being made for him is for 
his personal use only and is to relieve him of the task of transcription. The 
form should clearly indicate to the applicant that he is obligated under the 
law not to use the material thus copied from books for any further reproduc¬ 
tion without the express permission of the copyright owner. 

It would not be fair to the author or publisher to make possible the sub¬ 
stitution of the photostats for the purchase of a copy of the book itself 
either for an individual library or for any permanent collection in a public 
or research library. Orders for photocopying which, by reason of their ex¬ 
tensiveness or for any other reasons, violate this principle should not be 
accepted. In case of doubt as to whether the excerpt requested complies 
with this condition, the safe thing to do is to defer action until the owner 
of the copyright has approved the reproduction. 

Out-of-print books should likewise be reproduced only with permission, 
even if this reproduction is solely for the use of the institution making it 
and not for sale.*® 

In April of 1949 the Royal Society of Great Britain also issued 
a declaration on fair dealing in regard to copying from scientific 
periodicals, relating to its own publications, but of considerable 
importance as a statement in the general field of copyright.^^ 

Patents 

From much that has been written on the subject of university 
patent policy, many educational administrators apparently have 
assumed that an invention, developed by a member of the faculty 
in the laboratories of the institution, is clearly the property of the 
university if the institution should decide to assert this right. 

Judicial decisions do not support this assumption. Colleges and 
universities have engaged in very little patent litigation of record, 
but if we may draw upon the experience of industry in this field, the 
general rule seems to be well established that, in the absence of a 
prior agreement, an invention conceived by an employee in the 
course of his employment is his own property and not that of his 


^ 'The Gentlemen’s Agreement and the Problem of Copyright,” 2 Journal of Docu¬ 
mentary Reproduction, No. 1, pp. 31-33 (1P39). See also Library Journaly Oct. 1, 1935. 

'‘^Fair Copying Declaration, American Documentation, Vol. I, No. 22, pp. 112-15, 
1950. 
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employer/^ There are two major exceptions to this general rule, as 
follows: 

a) When an employee is assigned the task of invention or the 
improvement of a specific process and in the course of his employ¬ 
ment he succeeds in this assigned task, the employer is entitled to 
full patent rights in his invention.^® 

b) The second major exception to the general rule is what has 
been termed “shop rights.” This principle was concisely stated by 
Judge Sparks in the Pure Oil Company case: 

We are in accord with the principle relied upon by appellant that if an 
employee in the course of his employment makes an invention, using his 
employer’s time and materials, the employer has a free indefeasible license 
and shop right under the invention and any patent covering the invention, 
which shop right is co-extensive with the business requirements of the 
employer.^'‘ 

Note that this “shop right” is far from complete ownership of 
the patent itself. It is merely a nonexclusive license to the em¬ 
ployer to make use of the invention in his own business. Unless the 
device can be used or sold in the regular course of the employer’s 
normal area of activity, shop rights therein have no value. 

Moreover, it is based upon the equitable doctrine of estoppel, that 
is, a bar to one’s alleging or denying a fact because of one’s own 
previous action, by which the contrary has been admitted, implied, 
or determined. Because of the equitable character of the right, other 
equitable doctrines, such as that of unjust enrichment, have been 
invoked by the courts to limit the rights of the employer and to 
protect the rights of the employee. 

Employment itself does not import a license to use the employee’s 
inventions. One must find in the conduct of the employee an implied 
consent to the use of his invention by his employer. If, by his 

“ US. V. Dubilier Condenser Corp., 289 U. S. 178 (1933); Dalzell v. Dueber Manufac¬ 
turing Co., 149 U.S. 315 (1893); Hapgood v. Hewitt, 119 U.S. 226 (1886); Heywood- 
Wakefield Co. v. Small, 87 F. 2d 716 (1st Cir. 1937); McNamara v. Powell, 256 App. 
Div. 554, 11 N.Y.S. 2d 491 (1939), (modifying same at 168 Misc. 806, 7 N.Y.S. 2d 
141 [1938]), reargument denied 12 N.Y.S. 2d 773 (1939). 

‘^Standard Parts Co. v. Peck, 264 U.S. 52 (1924); Houghton v. United States, 23 
F. 2d 386 (4th Cir. 1928); Goodyear Tire and Rubber Co. v. Miller, 22 F. 2d 353 
(9th Cir. 1927), reversing (same) 14 F. 2d 776 (S.D. California 1926); Wireless Spec. 
Apparatus Co. v. Mica Condenser Co., 239 Mass. 158, 131 N.E. 307 (1921); Quaker 
State Oil Ref. Co. v. Talbot, 315 Pa. 517,174 Atl. 99 (1934). 

*^Pure Oil Co. v. Hyman, 95 F. 2d 22, 25 (7th Cir. 1938). 
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actions, he impliedly consents, he is said to be estopped from later 
denying that assent was, in fact, given. 

The reluctance of the courts to grant an employer even shop rights 
in the inventions of his employees would seem to be a compelling 
reason for the adoption of a clear, unambiguous patent policy by 
colleges and universities. If the educational institution desires to re¬ 
tain patent rights, the retained rights should be set forth in agree¬ 
ments drafted with the advice of counsel and signed prior to employ¬ 
ment by faculty and employees engaged in research. 

The patent policy should be formulated and adopted by the gov¬ 
erning board. Such a policy may involve the leaving of patent rights 
to the staff member, the retention and promotion of patents by the 
institution itself, or the assignment of patent rights to an affiliated 
corporation or to an outside organization such as the Research Cor¬ 
poration. 
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APPENDIX A 


The Carnegie Foundation for the 
Advancement of Teaching and 
The Teachers Insurance and 
Annuity Association 


A NDREW Carnegie became concerned about the cause of the teacher 
when he was made a trustee of Cornell University in 1890. He 
shocked to discover that college teachers were paid only about as much 
as office clerks.” He established the Carnegie Foundation for the Advance¬ 
ment of Teaching in 1905. The purposes he had in mind are expressed in 
his letter of gift to the trustees of his new foundation, dated April 16,1905: 

I have reached the conclusion that the least rewarded of all the professions 
is that of the teacher in our higher educational institutions.... 

I have, therefore, transferred to you and your successors, as Trustees, 
$10,000,000, 5% First Mortgage Bonds of the United States Steel Corporation, 
the revenue from which is to provide retiring pensions for the teachers of Univer¬ 
sities, Colleges, and Technical Schools in our country, Canada and Newfoundland 
under such conditions as you may adopt from time to time. . . . 

I hope this fund may do much for the cause of higher education and to remove 
a source of deep and constant anxiety to the poorest paid and yet one of the 
highest of all professions. 

Mr. Carnegie later supplemented his grant with an additional $5,000,000 
in order that professors in state universities might be embraced in the 
pension fund. In addition, the Carnegie Corporation of New York has made 
grants to the Carnegie Foundation totaling $12,425,716 toward pension 
obligations. During the early part of the century the grants to individuals 
made possible by these gifts provided the primary source of retirement 
income for college staff members. 

Measured by present standards, provisions for old-age income designed 
over forty years ago were defective. But if we bear in mind the dearth of 
such provisions in Carnegie’s day and the fact that little attention had as 
yet been given to the subject, we can understand the views of those who 
hailed the Carnegie Foundation plan as a valuable forward step. At that 
time a Harvard professor could look forward to a pension from Harvard 
only if he remained with that institution until retirement. The same was 
true at Columbia. While Carnegie had no thought that his benefaction 
should extend to the faculties of all colleges and universities, his plan 
permitted free interchange of professors among the institutions that it 
covered without loss of pension expectations. This was a distinct advance. 

When it became apparent that the retiring allowances of the Carnegie 
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Foundation for the Advancement of Teaching would necessarily have to be 
limited to a specified number of colleges and individuals, a broader con¬ 
cept was sought for future college retirement plans. Carnegie Foundation 
studies led to the conclusion that a system whereby the college and its 
staff members would join in contributing toward individual annuity policies 
wholly owned by staff members would be best suited to the purposes in 
mind. A separate life insurance company, Teachers Insurance and Annuity 
.4ssociation of America, was established to pool the provisions for retirement 
income and life insurance, with contracts available to staff members in all 
colleges and universities and certain other nonprofit educational institutions. 

TIAA was thus an extension of the philanthropic ventures of Andrew 
Carnegie. It was organized on the initiative of the Carnegie Foundation 
and was endowed originally by the Carnegie Corporation of New York 
with $1,000,000, half of which was for capital stock and the other half for 
surplus. TIAA was incorporated as a legal reserve life insurance company 
in the state of New York in 1918. For a number of years the expenses of 
operation were paid by gifts from Carnegie sources. By 1938 the Carnegie 
Corporation had completed a further gift of $6,600,000 to the association, 
and the stock of the association was transferred to the trustees of TIAA 
Stock, a membership organization created by special act of the New York 
legislature. The primary duty of the trustees of TIAA Stock is to elect 
trustees of the association, one of whom is nominated each year by policy¬ 
holders. The charter of the association provides explicitly that its business 
shall be done without profit to stockholders. The charter states TIAA’s 
purpose as follows: 

The purpose of the corporation is to aid and strengthen non-proprietary and 
non-profit-making colleges, universities and other institutions engaged primarily 
in education or research by providing annuities and life insurance suited to the 
needs of such institutions and of the teachers and other persons employed by 
them on terms as advantageous to the holders and beneficiaries of such contracts 
and policies as shall be practicable, and by counselling such institutions and their 
employees concerning pension plans or other measures of security, all without 
profit to the corporation or its stockholders. The corporation may receive gifts 
and bequests to aid it in performing such services. 

The association operates without soliciting agents, the thought being 
that college officers and staff members can give consideration to various 
plans and decide what they want, thus avoiding a substantial proportion 
of the overhead expenses of a company that sells through agents. 

The organization of the association, with the backing of the Carnegie 
Foundation and the Carnegie Corporation, the publicity given to the 
subject in the annual reports of the Carnegie Foundation, and the wide¬ 
spread cooperation of college organizations and actuarial associations all 
helped to give an impetus to the development of college retirement plans 
and adoption of the contractual method of financing them. 
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Opinion of the General Education Board 
on the Investment of Endowment 
Funds in Dormitories 


T he Annual Report of the General Education Board for the fiscal year 
1931-32 discloses that a committee appointed by the board gave special 
consideration to the question of whether investment of endowment funds 
in dormitories is justified when such dormitories are conducted on an 
income-producing basis. After considering very carefully both the legal and 
practical aspects of the question, the committee rendered an opinion on 
which the following board minute was based: 

It is the judgment of the General Education Board that funds received 
by a college earmarked “for endowment” (or by other equivalent phrase) 
cannot be properly invested in plant or buildings of the college used for any 
of its general or charter purposes, whether such plant or buildings be income- 
producing (e.g., dormitories, or laboratories for whose use fees are charged) 
or not. A donor who has earmarked his gift “for endowment” is thinking of 
safety of principal and certainty and adequacy of income, to the end that 
the income may always be available to serve the general purposes of the 
college. He does not wish the principal of his gift to be so used; he wishes 
that set aside, “invested”; he sharply distinguishes between the use of his 
principal and its investment. Expenditure on a dormitory is not the sort of 
investment he had in mind, because although it may happen to be an income- 
producing expenditure, the production of income return is not the sole 
purpose of the expenditure. The choice of this expenditure is not solely 
determined by safety of principal and certainty and adequacy of income; 
it is determined largely by the importance of housing students, a social func¬ 
tion. If such an investment be allowed, the trustees have that duality of 
interest or motive which is the bane of all good trusteeship, and the tempta¬ 
tion is offered to them to disregard or override the considerations which 
solely were present in the mind of the donor. 

A dormitory, if an investment at all, is a “frozen” one; it would presum¬ 
ably sell to a market buyer at far below its cost to the college; the invest¬ 
ment could not be changed into another form without serious loss of principal 
if the college should wish to move to another site, or the number of students 
should be cut down, or other housing become available. The income return 
is not determined by investment conditions, but by the arbitrary decision of 
the college authorities to charge so much rent to the students over whom they 
have control. The simple and natural understanding of the words “for 
endowment” seems to preclude their application to uses which form part of 
a college’s general purposes. 

The Secretary of the General Education Board, in a letter dated July 24, 
1950, stated that the resolution quoted above had not been amended and 
that it therefore represents the board’s present policy. 
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of educational services, I, 120 
See also Indirect expenditures 
Expenses 

prepaid, I, 39, 113 
See also Indirect expenses 
Experiment stations, I, 73, 141 
Extension and public services, I, 70, 73, 120, 
131, 139 

External auditors, I, ill 
External audits, I, 111 
scope, I, 6, 111 

Faculty, I, 9, 126 

housing, taxation of, II, 167, 168 
negotiations with prospective members, 
II, 155 

“Fair use,” II, l74 
definition, II, 175 

Farms, agricultural college, 11, 71 
Federal Government. See Government con¬ 
tracts ; Government grants 
Fees. See Student fees 
Fellowships, I, 68, 74; II, 74 
tax status of cash stipends, II, 170 
taxation, II, 171 

Feoffees of HerioVs Hospital v. Ross, II, 
163 

Fidelity coverage, I, 110; II, 40 
Field audits, I, 111 
Finance charges, I, 130 
Financial campaign, I, 72 
Financial Report for Colleges and 'Univer¬ 
sities, I, 155 
Fines, 1,130 
Fire protection, II, 33 
cost of, I, 128 

means for reducing hazards, II, 39 
See also Insurance 
Fiscal administration, I, 34 
Fiscal agent, I, 137 
Fiscal control, independent, I, 6 
Fiscal period, 1,138 
Fiscal reporting, I, 6 
Fluctuations in market prices, I, 18 
Food service, 11, 62-66 
charges, II, 65 
concessions, II, 63 
costs, II, 64 
employees, II, 65 
financing, II, 63 
purchasing, II, 64 
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Food service —Continued 
types, II, 64 

See also Cafeterias; Dining halls 
Footnoted symbols, I, 62 
Forms, appraisal by legal counsel, II, 156 
Foster, L. H., Jr., I, viii, ix, JX, viii, ix 
Fraternities 

business management, institutional par¬ 
ticipation, II, 78 
food service units, II, 63 
supervision of housing facilities, 11, 62 
Full-time-student equivalents, I, 132 
Functional classification, definition, I, 139 
Functions of an educational institution, I, 
120 

Fund, definition, I, 139 
Fund accounting, basic principles, I, 15 
Fund accounts, I, 15 
definition, 1,140 
Fund group, definition, I, 140 
Fund groups, I, 16 
balanced, 1,16 
Fund-raising 

bibliographic references, II, vii, 233 
programs, 1,126 
Funds 

borrowed for construction, I, 43 
for plant expansion, I, 97 
for renewal and replacement of plant 
assets, I, 97 

for retirement of indebtedness, I, 19, 97 
insti'uments of gift, I, IS; II, 162 
restricted, review of, II, 162 
unrestricted, II, 75, 162 
Funds functioning as endowment, I, 18, 42, 
67, 139 

definition, 1,140 

Funds held in trust by others, I, 18, 42, 
115 

definition, 1,140 

Funds subject to annuity agreements, I, 17, 
19, 43, 96,115 

Gains and losses on disposition of invest¬ 
ments 

annuity funds, I, 96 
endowment funds, 1,92 
General Accounting Office, audits by, II, 
148 

General administration, I, 22, 70 
and general expense, I, 127; II, 140 
expenditures, definition, I, 140 
General administrative offices, I, 140 
General Education Board, I, 152, 155; II, 
V, ix, 120, 183 
General expense, I, 71 
General institutional expenses, I, 71 


General lectures, I, 72 
General ledger control, I, 30 
Gift, instrument of, I, 18; II, 162 
Gift funds, unallocated, I, 37, 67 
Gifts, I, 67, 97, 117 

for direct benefit of individuals, 11, 75, 
161 

of plant assets, I, 98 
of property, 1,19 

system of control over funds received as, 
I, US 

unallocated, 1,16 
unrestricted, I, 67; II, 75, 162 
Governing board, I, 3, 4, 7, 9, 24, 26, 28, 
71, 124, 127, 140; II, 118, 160 
formal commitment of, I, 18 
minutes, I, 112, US 
powers, I, 4 

responsibilities in connection with 
audit, annual, I, 111 
budget, I, 24 
gifts, I, 67 

investments, II, 105 
patent policy, II, 178 
Government contracts, II, 140 
accounting category, I, 65 
Advisory Overhead Report, II, 140 
Armed Services Procurement Regulations, 

I, 123; II, 137, 139 
audits, II, 146-48 

“blue book formula,” 11, 137 
classified, II, 148 

costs to an educational institution, I, 
122, 129; II, 137, 139 

property disposal at termination of, II, 
150 

records, requirements, II, 146 
termination, II, 148,150 
Government grants, II, 146 
Government-owned property in custody of 
institution, II, 142 

Governmental appropriations, I, 44, 66, 97, 
117 

Graham, A. M., I, ix 
Granting of loans, control over, I, 114 
Grants, I, 67, 117 
conditions, scope of, II, 129 
distinction between grants and contracts, 

II, 129 

fellowship, taxation, II, I7l 
unexpended balances of, I, 21 
See also Sponsored research 
Grants-in-aid, II, 74 
Grievances, review of, II, 92 
Grounds 

maintenance, I, 128; II, 25 
See also Buildings and grounds 
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Group insurance. See Insurance 
Guidance program, I, 71 

Harvard University, I, 4 
Health care and expense prepayment plans, 
II, 102 

Health service, I, 71, 127; II, 79 
Heating plant, II, 26 
annual inspection, II, 28 
effect of maintenance upon insurance 
costs, II, 28 
location, II, 19, 27 
repair records, II, 28 
Henderson, G. D., I, ix 
Henricksen, G. C., II, viii 
Holidays, II, 91 

Home economics cafeterias, I, 67, 76, 77, 
141 

Hospital care, insurance for, II, 79, 92, 102 
Hospitals, I, 65, 67, 77 
exemption from certain tort liabilities, 
II, 164 

See also Medical school hospitals 
Housing, II, 61, 167,168 
See also Residence halls 

Improvements, permanent, I, 95 
Improvements in process of construction, 
I, 43 

Improvements other than buildings, I, 44, 
97, 141 
inventory 
procedures, II, 53 
records, II, 51 
valuation, II, 48 
Inauguration, I, 72 
Income 

from current fund investments, I, 68 
from endowment funds investments, veri¬ 
fication of, I, 115,117 
from intercollegiate athletics, I, 68 
from other sources, I, 68, 117 
from real estate, verification of, I, 115 
“lease-back,” II, 170 
of branches, colleges, or divisions, re¬ 
porting, I, 64 

rental, of property acquired or improved 
with borrowed funds, II, 169 
unappropriated, I, 30, 31, 138, 142 
unrealized, I, 30, 142 
unrelated business, II, 168-70 
tax exclusions from, II, 170 
Income and expenditures, I, 116 
of auxiliary enterprises, I, 22 
Income budget, I, 25 
Income tax exemption, 11, 168-70 
Independent auditors, I, 118 
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Independent certified public accountants, 
I, 111, 119 

Independent fiscal control, I, 6 
Independent office of comptroller, I, 6 
Indirect costs, I, 22; II, 137, 139 
inadequate allowances for, I, 122 
Indirect expenditures, I, 120, 129 
allocation, I, 120, 126 

Indirect expenses, allocation, I, 76, 120 
Infant, legal status, II, 157 
Infirmaries, I, 68 
Information office, I, 72 
Ingram, W. T., I, ix 

Institute for Administrative Officers of 
Higher Institutions, I, 156 
Institutes, I, 73, 139 

Institutional plant, operation and mainte¬ 
nance of the, I, 4 
Instruction, I, 120 

Instruction and departmental research, I, 
72, 123 

Instructional and departmental research ex¬ 
penditures, definition, I, 140 
Instrument of gift, I, 18; II, 162 
Insurance 

accident prevention service, II, 43 

aircraft, II, 37 

automobile liability, II, 44 

aviation, II, 42 

boiler, II, 41 

builder’s risk, II, 41 

burglary, II, 40 

chemicals, storage of, II, 39 

cyclone, II, 37 

destruction, II, 41 

disappearance, II, 41 

dishonesty, II, 41 

earthquake, II, 41 

elevator, II, 44 

exhibitors of fine arts, II, 42 
explosion, II, 37 
fidelity, I, 72; II, 40 
fine arts, II, 42 
fire, II, 35-40 

adjustment of claims, II, 38 
blanket form, II, 37 
coinsurance, II, 36 
coverage, types of, II, 36, 37 
employment of unbiased expert, II, 39 
intervals at which placed, II, 40 
records as basis for claims, II, 38 
“valued policy,” II, 36 
floater, II, 42 
forgery, II, 40 
general, I, 72 
group, II, 92,101,103 
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Insurance —Continued 
group—C ontinued 

allocation of expenditures, I, 71, 127, 
129 

hail, II, 37 

hospital care, 11, 79, 92 
liability, I, 72; II, 42-45 
comprehensive, II, 45 
contingent, II, 44 
deductible provision, II, 45 
owners, landlords, and tenants, II, 44 
life, on group basis, II, 92, 101 
loss prevention services, II, 39, 41 
machinery, II, 41 
malpractice, II, 44 
medical care, II, 79,102 
occupational diseases, II, 44 
personal property of students and staff, 
11,39 

plate glass, II, 41 
property, II, 35-42 
aRocation of expenditures, I, 129 
costs, effect of heating plant mainte¬ 
nance upon, II, 28 
coverage, adequacy of, I, 116 
damage liability, II, 42 
review of policies, I, 116 
not, II, 37 
robbery, II, 40 
safe burglary, II, 40 
self-insurance, I, 129; II, 43 
smoke, II, 37 
sprinkler leakage, II, 41 
state-supported institutions, II, 38 
tornado, II, 37 
use and occupancy, II, 42 
vandalism, damage from, II, 37 
windstorm, II, 37 

workmen’s compensation, I, 72; II, 43 
See also Premiums; Torts 
Intercollegiate athletics, I, 68, 76, 142; II, 
69 

income from, I, 68 
Intercommunication devices, II, 32 
Interdepartmental transactions, I, 63 
Interest, I, 72 
accrued, I, 21 

Interfund borrowing, I, 20 
Interfund transactions, I, 93 
Internal auditing, 1,110 
Internal auditor, I, 12 
authority of, I, 111 
Internal audits, 1,110 
Internal control, I, 109 
adequacy of system, I, 116 
organization for, I, 110 
survey of, 1,112 


Internal reports, I, 35 

Internal Revenue, Director of, legal au¬ 
thority, II, 154 

International Convention on patents, II, 
144 

Interviews 

with applicants, II, 86 
with employees leaving service, II, 92 
Inventions, II, 134, 142-44 
employee agreements, II, 143 
policy for tax-free or tax-supported in¬ 
stitutions, II, 144 
Inventories, I, 39, 113 
card files, II, 52, 53, 54 
codes, II, 53 

final disposition of equipment, II, 50 
forms, II, 51-53 
physical check-up, II, 53, 54 
plant assets, II, 46-54 
preparation by purchasing department, 
11,5 

procedures, II, 53 

records as basis for fire insurance claims, 
11,38 

valuations, II, 47-49 
Inventory manager, I, 12 
Invested in plant, I, 43, 75 
Investment 

diversification, I, 35; II, 108-11 
objectives, II, 107 

of endowment funds in institutional 
property, I, 18, 19, 115, 152; II, 120 
of funds, I, 3 
pool, 1,18 

restrictions on, II, 107 
state universities, II, 107 
Investment counsel, I, 25; II, 104, 105, 106, 
118,120 

Investment in plant, I, 43, 98 
net, I, 44, 75, 98 

Investment manager, II, 120, 126 
Investment officer, I, 12, 25; II, 104, 106, 
118,119, 126 

Investment trusts, II, 118 
Investments, I, 39; II, 104-28 
administration, I, 71; II, 104-7 
authorization for changes in, I, 115 
control plans, II, 111 
cost, definition, II, 123 
dependence upon one board member, II, 
105 

document, original, II, 108 
“equities” (variable-return), II, 109 
fixed-return, II, 108 

gains, or losses on sale of, I, 18, 92, 96 
gas enterprises, II, 121 
industrials, II, 109 
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Investments —Continued 
institutional ownership of business, II, 
118 

institutional property, I, 18, 19, IIS, 152; 

II, 120, 183 
marketability, II, 112 
maturity schedule, II, 109, 112 
media, II, 120 
merged, I, 141 
mortgages, II, 114 

number of items in portfolio, II, 110 
oil enterprises, II, 121 
real estate, II, 119 
records, I, 95 

re-leasing of plant and equipment, II, 
121 

sources of information, II, 126 
temporary, I, 113; II, 121 
term loans, II, 121 

transfers and sales between funds, I, 93 
See also Bonds (securities); Pooled in¬ 
vestments; Stock; Stocks 

Janitorial service, I, 74, 128; II, 23 
Job accounting system, I, 128 
Johns, Ralph S., I, viii; II, ix 
Johnson, A. S., I, viii, ix 
Joint Committee on Materials for Research, 
II, 174 

Journal entries, 1,118 
annual, I, 98 

Kettler, R. W., I, ix 
Keys, control of, II, 32 
Klein, Arthur J., 1,155 

Laboratory fees, 1,142 
Laboratory schools, I, 141; II, 71 
Land, I, 44, 97,141 
inventory 
procedures, II, 53 
records, II, 51 
valuation, II, 47 
Laundries, I, 68, 142; II, 73 
“Lease-back,” II, 168, 169, 170 
Lectures 
courses, I, 68 
general, I, 72 
public, I, 73, 139 
Legal 

advice for tax-supported institutions, II, 
151 

expense, I, 71, 72 
opinions, I, 112 
problems, II, 151-78 
services, I, 127 


259 

Legal counsel, I, 12, 71, 140; II, 106, 118, 
120, 134 

appraisal of forms by, II, 156 
title to assets of college, II, 160 
Letter of transmittal and commentary, I, 
35 

Liabilities 
contingent, I, 114 
current general funds, 1,113 
unrecorded, I, 114 
Libraries, I, 70, 73,131, 133 
books, I, 98, 141; II, 49 
departmental, I, 132 
package, I, 73, 139 

use, research projects, I, 129, 130; II, 140 
Lincicome, Arthur, I, ix 
Living trust agreements, I, 19, 43, 137 
definition, I, 140 

Living trust funds, I, 96; II, 124 
Loan funds, I, 16, 17, 37, 41, 91, 114 
definition, I, 141 
Loans for plant purposes, I, 97 
Lodging, taxation, II, 171 
Loeb, Simon, II, ix 
Long distance toll charges, I, 127 
Losses from sales or exchanges of capital 
assets, I, 130 
Lundberg, 0., I, ix 

Machine accounting, I, 36 
Magrath, R. C., I, viii 
Maintenance of 
buildings, II, 23, 29 

government-owned and rental equipment, 
I, 129 

grounds, 1,128; II, 25 
principal of endowment funds, I, 92 
Market prices, fluctuations in, I, 18 
Market-value basis for investment pool, II, 
123 

Materials, 1,129, 141 
Matriculation, I, 142 
Mayo, Ralph B., I, viii 
Meals, taxation, II, 171 
Meek, John F., II, viii, ix 
Medical care, insurance for, II, 79, 102 
Medical school hospitals, I, 65, 67, 76, 77, 
141; II, 71, 72 
Memberships, I, 72 

Memorandum records of encumbrances, I, 
31 

Merged investments, I, 141 
Messenger service, II, 24 
Method of 
allocation, I, 126 
control, I, 115 

recording budgetary accounts, I, 29 
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Microfilming of accounting records, II, 147 
Microfilms, inventory records of, II, 49 
Middlebrook, W. T., I, viii; II, viii, ix 
Middlebury College v. Lyman A. Chandler, 
11,158 

Military science, I, 133 
Mimeographing departments, I, 63; II, 73 
Minors and the contract of enrollment, II, 
157 

Minutes of the governing board, I, 112, 115 
Modified accrual basis, I, 21, 61 
Morey, Lloyd, I, vii, ix, 155; II, viii 
Mortgages, II, 114 
Motor vehicles, II, 33, 44, 49 
Multiple form of organization, I, 6 
Multiple handling of data, I, 109 
Museums, I, 72, 73 

National Association of Book Publishers 
Bureau, 11, 175 

National Association of College Stores, I, 
156 

National Association of Educational Buyers, 
I, 13, 156 

code of ethics, 11,17 

National Committee on Municipal Ac¬ 
counting, I, 144 

National Committee on Standard Reports 
for Institutions of Higher Education, 
I, vii, 146, 155 

National Committee on the Preparation of 
a Manual on College and University 
Business Administration, membership, 
I, viii; II, viii 

National Dairy Institute, I, 77 
National Federation of College and Uni¬ 
versity Business Officers Associations, 

I, 13 

cost study by, II, vii 
National Restaurant Association, I, 77 
Natural resources surveys, I, 73, 139 
Naval Research, Office of, I, 123 
“Necessaries,” legal interpretation of term, 

II, 158 

Negotiation of research contracts, I, 4; II, 
137 

Net investment in plant, I, 44, 75, 98 
“New York doctrine, the,” on exemption of 
hospitals from certain liabilities, II, 
164 

Non-expendable funds, definition, I, 141 
Nongovernmental research, I, 130 
Notes discounted or guaranteed, I, 114 
Notes payable, I, 40 
Notes receivable, I, 39 
of loan funds, I, 114 


OASI. See Social security 
Object classification, I, 26, 70 
definition, I, 141 

Objectives of an educational institution, I, 
3 

Office of Naval Research, I, 123 
Office supply stores, I, 63 
Operating funds, 1,138 
Optional subsidiary statements, I, 99 
Orders, uncompleted, I, 30 
Organization 
charts, I, 7 
multiple type of, I, 6 
unitary type of, I, 6,12 
Organizations, nonprofit, I, 14; II, 168, 170 
Organized activities relating to educational 
departments, I, 10, 67, 73, 75, 77, 117, 
120; II, 55, 71 
definition, I, 141 

Organized research, I, 70, 72, 73, 120, 122, 
129, 131, 139, 141 
expenditures, definition, I, 141 
Outstanding obligations, I, 30 
Overtime, 11, 86, 91 

Package libraries, I, 73, 139 
Parking areas, location, II, 19 
Patent counsel, II, 144 
Patenting, foreign, II, 144 
Patents 

employee agreements, II, 143, 178 
law of, II, 152, 176-78 
publication of results of sponsored re¬ 
search, II, 145 

resulting from sponsored research, II, 
134, 141, 142-44 
“shop rights,” II, 177, 178 
Payroll department, I, 28 
Payroll manager, I, 12 
Penalties, I, 130 
Pension funds, I, 16, 37 
Pensions, 1,129, 137 

See also Retirement plans; Retiring 
allowances 

Periodicals, binding, inventory records, II, 
49 

Permanent improvements, I, 95 
Personal services, I, 26,141 
Personnel 

employment, II, 155 
physical examinations, II, 65, 102 
promotion, II, 155 
sponsored research, II, 135, 149 
See also particular positions 
Personnel, faculty and staff, records of, I, 
27 
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Personnel, nonacademic, II, 80-92 
classification of positions, II, 83 
overtime compensation, II, 86, 91 
pay plan, II, 84 
probationary period, 11, 87 
promotion, I, 4; II, 85 
selection, I, 4; II, 86 
training, II, 87 

See also Applicants; Employees 
Personnel management, II, 82-92 
administration, II, 82 
objectives, II, 80 
policy, II, 80 

Peterson, Alfred W., I, vii, viii, ix, x; II, 
viii, ix 

Philanthropy, distinction between private 
and public, II, 75, 161 
Photographic shop, I, 142; II, 73 
Physical education, 1,133 
Physical examinations of personnel, II, 65, 
102 

Physical facilities, efficiency in use of, I, 
126 

Placement Bureau, I, 71 
Plant (physical), I, 9; II, 18-34 
assets 

additions to, I, 116 
basis of valuation, I, 43 
inventory of, II, 46-54 
renewal and replacement, I, 97 
classification of property items, II, 46 
costs, basis for allocation, I, 127 
definition, 1,141 

expansion and improvements, I, 24 
operation and maintenance, I, 4, 22, 73, 
128; II, 18, 23-34 

property abandoned or disposed of, I, 
116 

reserves for renewals and replacements, 
I, 43 

surveys of use, I, 127 

See also Buildings; Buildings and 
grounds; Equipment; Grounds; In¬ 
vested in plant; Investment in plant; 
Property (physical); Space 
Plant funds, I, 16, 19, 37, 43, 97; II, 124 
definition, 1,141 

retirement of indebtedness, I, 116 
unexpended, I, 43, 97 
assets, I, 43 

Plant funds group, 1,19 
Pledges, contractual status, II, 156 
Police service, II, 34 
allocation of expenditures, I, 128 
Pooled endowment funds, I, 93, 96 
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Pooled investments, I, IS, 21, 93, 138; II, 
122-24 

accumulated gains and losses, I, 43, 94 
definition, 1,141 

reserve for profits and losses, I, 94; II, 
123 

Post office service, location, II, 67 
Post-audit, I, no, 111 
Post-auditing, I, 111 
Power plants, II, 26 
state requirements, II, 29 
Powers of the governing board, I, 4 
Pre-audit, I, 110 
Pre-auditing, I, 110 
Premiums 

annuity, I, 72, 127, 129 
group insurance, I, 71 
insurance, allocation of, I, 21 
workmen’s compensation insurance, I, 
72 

Prepaid expenses, I, 39, 113 
Prepayment health plans, II, 102 
President, the, I, 4, 7, 9 
home, tax exemption, II, 168 
President’s office, I, 71, 127,140 
Press. See University press 
Principal of funds, 1,138 
definition, 1,141 

Principles for Determination of Costs Under 
Government Research and Development 
Contracts with Educational Institu¬ 
tions, I, 123 

Print shops, I, 63,142; II, 73 
Prior approvals in connection with spon¬ 
sored research, II, 140-42 
Privately controlled institutions of higher 
education, tax exemption, II, 167 
Prizes, I, 68, 74 
tax status, II, 171 
Procurement, I, 3 
Property (physical), I, 141 
abandoned or disposed of, I, 116 
classification of items, II, 46 
disposal at termination of contract, II, 
150 

government-owned, in custody of institu¬ 
tion, II, 142 

held as investment of institutional funds, 
II, 167, 168 

insurance, 1,129; II, 35-42 
records, review by auditor, I, 116 
replacement, I, 149 

reserves for renewals and replacements, 
I, 19 

responsibility for, II, 49 
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Property (physical )—Continued 
service 

renewals and replacements, I, 20 
tax exemption, II, 167 
tax exemption, II, 167 
See also Equipment; Plant (physical) 
Proxies, execution of, II, 117 
“Prudent Man” investment doctrine, II, 
108 

“Public policy” doctrine on charities exemp¬ 
tion from tort liability, II, 165 
Public relations, I, 3, 72; II, 16 
Public services. See Extension and public 
services 

Publications, I, 72, 142 
results of sponsored research, II, 145 
Publicly controlled institutions of higher 
education, I, 8 

applicability of law of torts, II, 162 
tax exemption, II, 167 
Purchase of land, I, 97 
Purchase of supplies, equipment, and serv¬ 
ices, II, 3-17 

anticipating requirements by using de¬ 
partment, II, 12 

appealing decisions of purchasing agent, 
II, 16 
bids, II, 10 
blanket orders, II, 10 
cash discount period, II, 13 
cash purchases, II, 15 
centralization of responsibility, II, 3 
certification of quantity, price, and 
terms, II, 14 

claims for material damaged in transit, 
11, 13 

contracts for new construction and major 
alterations of buildings, II, 14 
date material needed, II, 12 
delegation of performance, II, 3 
emergency purchases, II, 14 
ethics, II, 16 

code of National Association of Edu¬ 
cational Buyers, II, 17 
from single source, II, 10 
functions, 11, 4 
information on need, II, 5 
market distribution level, II, 8 
municipal institutions, II, 4 
negotiating price, II, 9 
negotiations for, II, 7 
objective of system, II, 4 
policies of administration, II, 15 
public relations, II, 16 
quality, II, 7 
receiving system, II, 12 


Purchase of supplies, equipment, and serv¬ 
ices —Continued 
requisitions, II, 6, 31 
responsibility of purchasing agent to re¬ 
commend purchases, II, 6 
review of procedures, II, 155 
small quantities, II, 9 
sponsored research, II, 135 
state agencies, II, 3 
stores departments, II, 5 
verification of invoice, II, 14 
Purchase orders 

distinction between subcontract and, II, 
141 

issuance, II, 11 
termination, II, 150 
Purchasing department, II, 14 
Pure Oil Company case, II, 177 

Radiation, square-foot area of, I, 128 
Radio, I, 73 
courses, I, 73, 139 
stations, I, 139 

Ratio of faculty to students, I, 126 
Real estate, I, 42 

held as investments of endowment funds, 
II, 119 

accounting for, I, 95 

knowledge of legal incidents involved, 
II, 156 

tax questions, II, 169 
Rebates, I, 111 
Receipt of monies, I, 3 
Receptions, I, 72 
Refectories, I, 68, 76 
Registrar, I, 25, 71 
Registrar’s office, I, 127, 131, 140 
Regulations, I, 112 
Religious community, I, 64 
Religious orders, I, 64, 138 
Remissions, I, 111 
tuition and fees, I, 74 
Repair departments, I, 63 
Repair shops, I, 142; II, 50, 73 
Replacements funds, I, 149 
reserves, I, 20 
Reporting, I, 3 

income and expenditures in institutions 
operated by religious orders, I, 64 
Requisitions. See Purchase of supplies, 
equipment, and services 
Research 

bureaus, I, 73, 141 

contracts, negotiation of, I, 4; II, 137 
for Federal Government or state or politi¬ 
cal subdivision, II, 170 
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Research —Continued 
for industry, I, 122; 11, 129, 144 
institutes, I, 73, 141 
nongovernmental, I, 130 
projects, total cost, 1,120 
See also Contract research; Departmental 
research; Organized research; Spon¬ 
sored research 

Research associate, I, vii, viii, ix 
Reserves 

for building maintenance and repair, I, 
76; 11, 30 

for encumbrances, I, 30, 114 
for equipment, replacement of, I, 76 
for plant renewals and replacements, I, 
43 

for profits and losses on pooled invest¬ 
ments, I, 94; II, 123 

for property renewals and replacements, 
1,19 

for stabilization of endowment income, 
I, 22, 25, 41, 94, 114; II, 124 
for working capital, I, 41 
replacement fund, I, 20 
surplus, I, 41 

Residence halls, I, 68, 76, 137, 142; II, 
56-61 

financing, II, 59 
rates, II, 61 

Respondeat superior, II, 164 
Restricted funds 
balances, I, 40, 62 
definition, 1,142 
Retiring allowances, I, 72, 137 
definition, I, 142 

Retirement annuity contracts, I, 72 
Retirement of indebtedness, I, 43, 97, 116 
Retirement plans, II, 93-101 
age, II, 96 

benefit objectives, II, 98 
classes of employees covered, II, 94 
goal of retirement system, committee 
conclusion, II, 98 
nonacademic personnel, II, 92, 99 
participation, II, 95 
review of system adopted, II, 98 
severance rights, II, 97 
summary of desirable features, II, 100 
survivor benefit, II, 98,101 
waiting period, II, 94 
Revenue Act of 1950, II, 168, 170 
Revenue Act of 1951, II, 170 
Revenue Act of 1954, II, 169, 171-72 
Revised estimates of income, I, 31 
Robbins, Marcus, II, ix 
Rockefeller Foundation, I, viii 


Rooming houses, II, 62 

Royal Society of Great Britain, II, 176 

Rupp, G. S., I, viii 

Safety 

occupants of residence halls, 11, 59 
program, 11, 33 
Salaries 

and wages, I, 27, 129 
sponsored research, II, 140 
Salary recommendations, I, 27 
Salary schedules, I, 126 
Sales and services of 
auxiliary enterprises, I, 63 
educational departments, I, 67,117 
definition, I, 142 
general storerooms, I, 63 
Scheps, Clarence, I, ix; II, viii, ix 
Scholarships, I, 68, 74, 111; II, 74,161 
tax questions, II, 171 
Scientific apparatus repair shop, II, 73 
Secretarial pool, II, 73 
Secretary of the Navy, 1,123 
Securities, I, 42 
accounting for, I, 94 
classes of, II, 112-18 
custody, II, 127 
See also Bonds; Stock; Stocks 
Security, national, II, 148 
publication of results of sponsored re¬ 
search, II, 145 

Security officer of institution, functions re¬ 
lating to classified material, II, 148 
Security protection of college plant, 1,129 
Self-insurance, 1,129; II, 43 
Service 

buildings, I, 98 
departments, II, 55, 72 
definition, I, 142 
enterprises, management, I, 3 
scholarships, I, 74 

Services. See Contract services; Purchase 
of supplies, equipment, and services; 
Sales and services 
Sherer, Harvey, I, viii, ix 
Shipping charges, I, 129 
Shop for mechanical services, II, 30 
“Shop rights,” II, 177, 178 
Sick leave, 1,129; II, 91 
Signatures, facsimile, use of, II, l56 
Snack bars, I, 68 

Social facilities in residence halls, II, 59 
Social Science Research Council, II, 175 
Social security, II, 96, 98, 99 
taxes, I, 72, 127 
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Social supervision, classification of expense, 
II, 60 
Sororities 

business management, institutional partici¬ 
pation, II, 78 
food service units, II, 63 
supervision of housing facilities, II, 62 
Southern Association of College and Uni¬ 
versity Business Officers, I, ix, 13; II, 
viii, ix 
Space 

used, square-foot-hours, I, 128, 133 
utilization, I, 127; II, 22 
volume used, I, 128 
Sponsored research, II, 129-50 
accounting, II, 135, 146 
administrative digest, II, 138 
agreements 
types, II, 129 
written, II, 129 

basic agreement and task order system of 
contracting, II, 137 
check list, II, 138 

committee or council organization, II, 

134 

contracts 

effect of prior approvals, II, 141 
implementation, II, 138 
negotiation, II, 137 
provisions, II, 138-50 
termination, II, 148, 149 
corporation form of organization, II, 135 
cost-plus-a-fixed-fee contracts, II, 131 
cost-reimbursement contracts, II, 130-32, 
142, 147 

termination, II, 149 
cost-sharing contracts, II, 131 
division-or-department organization, II, 

135 

equipment, prior approvals, II, 140 
fixed-amount grants, II, 132 
with return of unexpended funds, II, 
132 

fixed-price contracts, II, 132, 147, 150 
termination, II, 149 
with price revision, II, 132, 147 
foundation form of organization, II, 135 
grants 

implementation, II, 138 
prior-approval requirements, II, 141 
provisions, II, 138-50 
termination, II, 149 
indirect costs, II, 137, 139 
national security factors, II, 145, 148 
no-separate-office plan, II, 133 
organization for administering, II, 132-36 
four patterns, II, 133 


Sponsored research—Co 
personnel, II, 135, 149 
prior approvals, II, 140 
property 

disposal at termination of contract, 
II, 150 

ownership and accountability, II, 142 
proposals, II, 136 
publication of results, II, 145 
purchasing, II, 135 
records, II, 146 
salaries, II, 140 
subcontracts, II, 140-42 
travel, II, 141 

use of institution’s name in advertising or 
other publicity, II, 146 
See also Contract research; Cooperation; 
Government contracts; Inventions; 
Patents 

Sprinkler systems, II, 37 
leakage insurance, II, 41 
Square-foot area of radiation, I, 128 
Square-foot-hours of space used, I, 128, 
133 

Staff 

benefits, I, 71,127 
administration of programs, I, 4 
policies, II, 91 

insurance on personal property, II, 39 
optimum size, I, 11 
welfare, II, 93-103 
Stare decisis, II, 154 

State universities, inapplicability of law of 
torts to, II, 162 
Statements 

balance sheet supporting, I, 44. See also 
entries beginning “Statements of” and 
“Summaries of” 
optional subsidiary, I, 99 
Statements of 
agency funds, I, 99 
annuity funds, I, 103 
auxiliary enterprises, I, 76, 85-89 
current expenditures, I, 62, 66, 69, 74, 75, 
77, 82, 95 

current funds, subsidiary, I, 75 
current income, I, 62, 65, 77, 81 
current restricted funds, I, 62, facing page 
84 

endowment and other non-expendable 
funds, I, 91, 95, facing page 102 
funds for retirement of indebtedness, I, 
105 

loan funds, I, 69, 74, 91, 102 

net investment in plant, I, 98, 106 

organized activities, I, 77 

unexpended plant funds, I, 76, 77, 97, 104 
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Statements of —Continued 
See also entries beginning ‘‘Summaries 
of” 

Statistical office, II, 73 
Statutes 
general, I, 112 
institutional, I, 10 
state, I, 116 
Statutory law, II, 1S3 
Stock 

dividends, I, 92, 94 
rights, I, 92, 94 
Stocks 

common, II, 116-18 
control plans, II, 111 
preferred, II, 11S 
convertible, II, llS 
registration, II, 128 
transfer, II, 128 
Storerooms, II, SO 

Storerooms, general, sales and services of, 
I, 63 

Stores departments, operation, II, S-6 
Student 
activities, I, 71 
aid, I, 65, 66, 69; 11,74-77 
committees, II, 74, 75 
expenditures, I, 74 
income, I, 68; II, 75 
restrictions on use of funds, II, 75 
average cost per, 1,126 
cooperative food service units, II, 63 
counseling, I, 7l; II, 59, 60 
credit-hour costs, I, 124 
credit-hour load, 1,133 
credit hours, I, 132, 133 
employment, I, 71; II, 76 
enterprises, institutional supervision, II, 
77 

fees, I, 25, 65,116 
definition, 1,142 
remissions, I, 66, 74 
government, II, 60, 61 
health service, I, 71, 127; II, 79 
hospitals, I, 68, 137, 142 
load, I, 132, 133 
organizations, 1,142; II, 77 
publications, 1,142; II, 77 
services, I, 71 

unions, I, 68, 76, 137, 142; II, 68 
director, line of responsibility, II, 68 
See also Tuition 
Students 

credit by bookstores to, II, 67 
insurance on personal property, II, 39 
loans to, II, 75 
married, housing for, II, 61 


Students —Continued 
sales of teaching aids to, II, 66 
Stumpf, W. A., I, vii 
Subcontracts, II, 140-42 
distinction between subcontract and 
purchase order, 11,141 
meaning of term in government contracts, 
II, 142 

termination, II, ISO 

Subsidiary appropriation ledger accounts, 
I, 30 

Subsidiary statements for current funds, I, 
75 

Summaries of 

changes in agency funds balances, I, 45, 
60 

changes in annuity funds balances, I, 45, 
57 

changes in balances of funds for retire¬ 
ment of indebtedness, I, 45, 59 
changes in current restricted funds 
balances, I, 21, 44, 54, 139 
changes in loan funds balances, I, 44, 55 
changes in net investment in plant, I, 
45, 60, 75 

changes in principal of endowment and 
other non-expendable funds, I, 45, 56 
changes in surplus, I, 41, 44, 52, 75 
changes in unexpended plant funds 
balances, I, 45, 58 

current income and expenditures, I, 44, 53 
investments by fund groups, I, 107 
See also entries beginning “Statements 
of” 

Superintendent of buildings and grounds. 

See Buildings and grounds 
Supervision of 

buildings and grounds department, I, 129 
new construction, I, 4 
Supervisors 

authority in employee relations, II, 90 
courses for, II, 88 

Supplement U lease, definition, II, 168 
“Supplement U Net Income,” II, 168 
Supplies, 1,129,141 
and expense, I, 26 
office supply stores, 1,63 
transfers, I, 63 

See also Purchase of supplies, equipment, 
and services 
Surplus, I, 40, 138 
accounts, I, 114 

budget, unappropriated, I, 30, 142 
definition, 1,142 
reserves, I, 41 

unappropriated, I, 31, 41, 142 
unencumbered, I, 142 



266 


Index 


Surveys of plant use, I, 128 
Symbols, footnoted, I, 62 
System of internal control, I, 109 

Tabulating office, II, 73 
Tax-exempt status, II, 62 
Tax exemption for educational institutions, 
II, 166 

Tax levies, 1,44, 97 
Tax-supported institutions 
corporate status, II, 160 
depreciation of assets, 1,144 
legal advice, II, 151 
Taxation 
awards, II, 171 

distinction between private and public 
philanthropy, II, 75 

employee terminology recommended, II, 
74 

fellowship stipends, II, 170 
income tax exemption, II, 168-70 
institutional ownership of a business for 
investment purposes, II, 119 
law of, II, 152,166-72 
lodging, II, 171 
meals, II, 171 
prizes, II, 171 
scholarships, II, 171 
tax-exempt bonds, II, 113 
unrelated business income, II, 168-70 
Taxes, social security, I, 72, 127 
Teachers colleges, I, 9 

Teachers Insurance and Annuity Associa¬ 
tion, II, 182 

annuity policy, II, 97,101 
Teaching loads, 1, 126,132, 133 
Telegraph expense, I, 72 
Telephone service, II, 32 
expense, 1,72,127 
Television stations, I, 73, 139 
Temporary advances from other funds, I, 
44 

Temporary funds, II, 124 
Temporary investments, I, 113 
Torts 

law of, II, 152, 162-66 
state policies, II, 165 
trend of recent decisions, II, 166 
Training program, II, 87 
Transfers 

and appropriations, I, 75 
and sales of investments between funds, 
I, 93 

from current funds, I, 97 
of supplies or equipment, I, 63 
Travel, I, 72; II, 141 


Treasurer, I, 71; II, 105 
Trees, care of, II, 25 
Truck service, II, 33 

“Trust fund doctrine” of immunity of 
charities, II, 163 
Trust funds 

inapplicability of law of torts to, II, 163 
knowledge of laws governing, II, 108 
Trusts 

investment, II, 118 
See also Charitable trusts 
Tuition, I, 25, 65, 116, 142 
prepaid, II, 75, 161 
remissions, I, 66, 74 
responsibility for payment, II, 157 
scholarships, I, 111 

Unallocated gift funds, I, 37, 67 
Unallocated gifts, I, 16 
Unappropriated balance, I, 142 
Unappropriated budget surplus, I, 30, 142 
Unappropriated income, I, 30, 31, 138 
definition, I, 142 

Unappropriated surplus, I, 31, 41 
definition, I, 142 
Unassigned balance, I, 30, 142 
Unencumbered balance, I, 30 
Unencumbered surplus, 1,142 
Unexpended balances of grants, I, 21 
Unexpended plant funds, I, 43, 98 
assets, 1,43 

Unit-cost computations, I, 121, 124 
use of, 1,125 
Unit-cost studies, 1,150 
criticism of, 1,125 

Unitary type of organization, I, 6 
modification of the, I, 8 
United States Office of Education, I, vii, 
ix, 155; II, V 

United States Public Health Service, right 
to determine disposition of inventions 
and patents, II, 142 
University accounting, I, 14 
University counsel, I, 12 
See also Legal counsel 
University press, II, 70 
Unrealized income, I, 29 
definition, I, 142 
Unrecorded liabilities, 1,114 
Unrelated business income, II, 168-70 
definition, II, 168 
tax exclusions from, II, 170 
Unrestricted gifts, I, 67; II, 75, 162 
Unrestricted operating funds, I, 138 
Utility service lines, plans of, II, 30 


Vacations, I, 129; II, 91 
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Valuation 

physical plant items 11, 47 
principles of, I, 144 

Van Dyke, George E., I, viii, ix, x; II, viii, 
ix 

Vice-president in charge of business ad¬ 
ministration, I, 7 

Vice-president in charge of educational ad¬ 
ministration, I, 7 
Vice-presidents, I, 71, 140 

“Waiver theory” of immunity, II, 164 

Watchman service, II, 34 

Water, I, 128 

Watts, Ralph J., II, ix 

Welch, George T., I, ix 


Wells, Harry L., II, viii 
Wender, Arthur A., I, viii 
Western Association of College and Uni¬ 
versity Business Officers, I, 135, 156; 
II, viii, ix 

White, Stanley W., I, viii; II, ix 
Withey, Howard A., I, viii; II, ix 
Work orders, II, 31 
Working capital, 1,145 
Working capital reserve, I, 41 
definition, I, 142 

Workmen’s compensation insurance, II, 
43, 91 

premiums, I, 72 
Workshops, I, 73, 139 
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